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INTEODTJOTOET. 

Is the following pagea an attempt is made to present, in 
brief compasB and in plain mitecbnical language, a general 
view of the London Money Market, and of the elements 
that combine to determine the value of loanable capital 
in this country. 

As the object aimed at is simply to make the reader 
acquainted with those rudimentary facts and principles, a 
knowledge of which ia essential to the right miderstanding 
of an ordinary "money article," the writer makes no 
pretensions to originality, but has merely endeavoured to 
collect and arrange such of the widely-scattered informa- 
tion bearing on the subject as will, he believes, render those 
who "inwardly digest" it able to follow and appreciate 
the meaning of the City Editor's pros and cons. 

The scope of the work is to point out and elucidate the 
inSuences that conduce to the rise or fall, firstly, of the 
Bank-rate of discount, and secondly, of the market-rate. 
BegiBBing with the former, we pass in review each item of 
the weekly account issued by the Bank of England, 
noticing how the no'rmal variations arise, how they are 
affected by the state of credit, and what evidence they 
afford of that. ebb and flow in the demand for loanable 
capital, the movements of which are reflected in the ever- 
ehanging price of "money." Of these figures those 
which record the amount of cash held by the Banking, 
Department are of conrse the most significant ; and 
as it is well known that the relative weakness or 
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Tiii. Tntrnduetory. 

strength of this item Ib the main incentive to action on the 
part of the Bank, the Beserve has been eubjected to 
detailed analysis, with the result of demonstrating that 
there exists a much closer connection than might be 
imagined between the Bank's gain or loss of gold on 
foreign account and the variations of the advertised rate 

In view of snoh connection gold moTcments themselves 
claim attention, and, in order to gain a clear insight into 
their causes and antecedent conditions, the working of the 
Foreign Exchanges is next investigated. It is investigated, 
moreover, at some length, there being reason to beUeve 
that no branch of commercial knowledge is in general more 
imperfectly understood. By treating it, however, in a 
more practical manner than is nsaally the case, and by 
associating the enunciation of principles with illustrationa 
of their application, the writer, who has actnal experience 
to guide him, tmsts he has succeeded in bringing the 
intricacies of the subject within the grasp of any ordmary 
intelligence. 

FinaUy, the leading features of the open market are 
described and explained ; what loanable capital consists of, 
whence it comes, how it is disposed of, and how its value 
is settled, being, with other such, the questions to which it 
is sought to famish a reply. 

Wherever it appeared necessary, diagrams have been 
introduced to simplify explanation. These are made up 
from figures taken from the EconomUt, and have been 
carefully checked. 
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Introductory. ix. 

From beginniDg to end the writei has confined himself, 
as tar aa possible, io statements of fact, and to the in- 
ferences that seem feiirly deducible therefrom, leaving all 
matters of mere specnlative theory to be dealt mth by. 
those who are better able than himself to do them justice. 
Moreover, he has even resisted the temptation of attempt- 
ing an answer to " What is money ? " — a problem which 
Beems almost as &r &om aatisfaotorj and concise solation 
as the famous query propounded by " jesting Pilate." 

AprU, 1891. 



PREFACE TO SECOND EDITION. 

A SECOND edition having been called for, the writer baa 
taken the opportunity of subjecting his work to a vigilant 
revision, and of elucidating the test by the addition of 
further diagrams and of a number of explanatory foot- 
notes. A chapter has also been added on the American 
currency problem, the development of which is now at- 
tentively watched by business men in view of its important 
bearing on the silver question. 

The writer has the gratification of stating that the 
Money-Market Primer has been inoluded in the list of 
books recommended by the Council of The luEtitute of 
Bankers. 

September, 1893. 
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THE BANK OF ENGLAND 
BANK-BATE. 

CHAPTER I. 

The Charter of Incorporation of the Society denominated 
the Governor and Company of the Bank of England — ' 
the first joint-stock banking aBBociation ever establiBhed in 
this country, and the foremost in stability, magnitude, and 
importance of the great financial institations of the 
world — dates close npon two centaries back, from the 
27th day of Jnly, 1694; and as "the Bank" ie the 
parent of the modern banking system, a abort account 
of the circomBtancea that led to itB formation will not 
be out of place as an introduction to our subject. 

In 1694 the Government of William III was in great 
straits for want of money to carry on the war with 
France. Six years previously James II had been expelled 
from his throne and country, on the ground that he had 
broken the fundamental laws of the kingdom ; but with 
the aid of Louis SIV, at whose court he had found refuge, 
had since been making strenuons endeavours to evict 
hia Protestant son-in-law, and to re-establish his own 
sovereignty and the dominion of the Church of Borne. 
William on his part was vigorous in defence of his crown, 
and was freely seconded in his efforts by Parliament, which 
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S TBB BANE OP DTaUMD. 

voted BQpplies with great liberality, and had impcffled 
taxation to an extent hitherto unheard of. But though 
the fioontry already found ita harden almost beyond 
endorance, more money waa still an imperions necessity. 

Under these cironmstancea a qaeation of principle waa 
raised, that haa since been revived on many similar 
occasiouB of extra-ordioaiy expenditoie. Seeing, it was 
said, that posterity will reap the* chief benefit of our 
straggle for popular rights and religions toleratioQ) why 
not let posterity settle the bill ? Why trouble to pay as 
we go? That a public loan would be both expedient 
and juat, was, in fact, admitted by all ; and the Chancellor 
of the Exchequer was but too willing to borrow. But 
an obstacle lay in the way; and an obstacle that appeared 
insuperable. Where were lenders to be found ? Was it 
likely that anyone would trust his money to a Revolu- 
tionary Government; that had only been established six 
years, and might be overturned as a result of the next 



At this uonjmtctore, however, the strong religious and 
political convictions of a part of the community came 
to the help of the country. In the City of London there 
were many wealthy men — Dissenters mostly — who were 
willing, rather than see the land once more delivered into 
bondage, to place their whole fortunes at stake; and among 
these merchants a scheme now begau to find &vor that 
had been perseveringly put forward by a Scotchman, 
William Paterson, but to which they had hitherto turned 
a deaf ear. His plan was to applythe joint-stock principle 
to the business of banking, and out of the capital raised 
for that purpose to grant a loan to the Government. The 
proposal on discussion speedily took deSnite shape, and 
passed in doe course from the City to the Houses of 
Parliament, where it was settled and sanctioned. 
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It was proposed to raise £1,200,000 by public snbecrip- 
tioa, sod to lend the vhole of it to Qorermiieiit at eight per 
cent. intereBt, the lenders to be inoorporated by Boyal 
Charter, and to have power to issDe notes on GOTemment 
security to the extent of the sum. lent. The idea of putting 
all their eggs in one basket was probably not quite relished 
by intending subscribers, bat the capital was nevertheless 
soon raised. In those days good investmentB were, after 
all, a rarity ; and the new undertaking, backed up as it 
was by the guarantee of a govermnent that seemed honestly 
bent on paying its way; and supported by the best-known 
merchants of the City of London, appealed with suocess to 
the sentiments and to the pockets of capitalists, and by its 
happy combination of patriotism with eight per cent., 
gratified at once their love of country, their love of gain, 
and their hatred of tyraimy and Popery. 

It is worthy of notice that this loan to the public of 
£1,200,000, besides being the foundation-stone of the Bank 
of England, is also the starting-point in the history of^a 
Funded Debt of this country. 

In its inception the Bank of England was something 
more than a business enterprise. Not only was it a 
finance company; it was also a political organisation. 
The Governor and Directors were all Whigs, and so were 
most of the subscribers, the Tories as a body having 
abstained from any support of the new-fangled scheme, 
which they viewed with suspicion and dislike. 

"During several generations," says Macaulay, "the 
"Bank of England was emphatically a Whig body. It 
"was Whig, not accidentally, but necessarily. It must 
" have instantly stopped payment if it had ceased to receive 
"the interest on the sum which it had advanced to the 
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*• goTernment ; and of that interest James would not have 

''paid one farthing So closely was their 

interest hound up with the interest of the government 
that the greater the pahlie danger the more ready were 
they to come to the tescne. In old times when the 
Treasury was empty, when the taxes came in slowly, and 
when the pay of the soldiers and sailors was in arrear, it 
had been necessary for the Chancellor of the Exchequer 
to go, hat in hand, up and down Cheapside and Gornhill, 
attended by the Lord Mayor and by the Aldermen, and 
to make up a sum by borrowing a'hundred pounds from 
this hosier, and two hundred pounds from that iron- 
monger. Those times were over. The government, 
instead of laboriously scooping np supplies from numerous 
petty sources, could now draw whatever it required from 
an immense reservoir, which all those petty sources kept 
constantly replenished. It is hardly too much to say 
that, during many years, the weight of the Bank, which 
wa^eonstantly in the scale of the Whigs, almost counter- 
balanced the weight of the Church, which was as con- 
stantly in the scale of the Tories." 

The note-issue of the new bank was favoured by circum- 
stances. The coinage being both deficient and hopelessly 
bad, there was a real want of circulating medium; and, as 
no reasonable doubt could be entertained of the solvency 
of an institution possessing so wealthy a body of share- 
holders, its notes were from the very outset readily taken, 
and the new enterprise soon became an assured success. 
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CHAPTER n. 
The firat laDdmark Id the history of the Bank is the Act of 
1708, which made it unlawful for any association of more 
than six partners to carry on banking buBineas m England 
and Wales, and practically inrested the Bank with a 
monopoly of joint-stook banking.* The injurious effects of 
this measure, which for over a century confined banking in 
England to the narroir limits of private enterprise, were 
submitted to by the country until 1826, when it was 
repealed, the Bank being compensated by the reduced 
privilege of being the only joint-stock bank of issue within 
sixty-five miles of St. Faol's. To our modem ideas this 
prerogative appears of little value; but in those days, 
when deposits were few and notes many, the exclusive 
monopoly of the metropolitan circulation conferred un- 
questioned predominance over all other banks.** 

The next notable intervention of Parliament was in 1844, 
when the drastic measure known as the "Bank Act," was 
made law. This Act regulates the power of issue of all 
banks in England and Wales, including the Bank of England. 
Its object was to effect the ultimate extinction of the Goimtry 
Note, to supplant it by the Bank of England Note, and to 
make the latter " as good as gold." Its provisions as regards 
the Bank of England are referred to more fully hereafter. 

From the day of its foundation down to the present time 
the Bank of England has discharged a double function. 
It is the bank of the State, as well as one of the banks for 
the public. It transacts the entire banking business of 
Qovemment, receiving its revenue from the collectors all 
over the country, paying all outgoings, managing the public 
debt, issuing Exchequer and Treasury Bills, and advancing 
money when expenditure temporarily overtakes income. 

* Ab tlie Bank frequently obliged the QoTemment by lending to it when 
no one else would have lent, the Government in return favored the Bank 
by freeing it from the danger of threatened competition. 

b Compare the predoniinaace which the monopoly o( note isaue in 
Francfl (where baiiing generally has not yet attained the more advanced 
"depodt" stage) gives to the Baniof France. 
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But, although the Bank is thoB in intimate connection 
with Government, it is far from being a State Bank,' in the 
senBe in which the term apphea to such aB the Imperial 
Bank of BuEsia; — and yet, at the aame time, it is something 
more than a mere private banking oorporation, like tha 
Union Bank of London. Perhaps its position is best 
described as being midway between the two, partaking of the 
prestige of the one and of the liberty of action of the other. 

It also stands in an exceptional relationship to other 
banks. Its unqoestionable stability, " equal to that of the 
"British Govermnent," as Adam Smith says, has led them 
to entrust their reserves of cash to its guardianship, and 
the strange anomaly is exhibited of a bank making un- 
restricted use, free of interest, of millions of money belong- 
ing to its competitors in the same Une of business. 

Circumstances have likewise made the Bank of England 
the sole repository of oar stock of boUion. Anyone ha^ a 
right to take gold-bullion to the Mint and to ask for 
sovereigns in exchange at the rate of 77/10|^ per ounce 
standard; but as the Bank is compelled by the Aot of 
1844 to buy all that may be offered to it at the rate of 
77/9, the difference of l^d. per ounce would barely cover 
expenses, and in practice all bulUon-shipments to this 
country are consigned to the Bank.** 

The Bank of England is thus the focus of the monetary 
system of the country, and, as the repository of the Govern- 
ment balance, of the bolGon-reserve, and of the ultimate 
banking-reserve, is invested with a certain stateliness and 
dignity of standing, which place it hora de concours, and 
which restrain it from working, as other banks do, solely 
with a view to dividend-earning. 

>■ Except in BO fax as the managemeat and relation at the iBsne of 
notee is concemed, in wtuoh matter the Bank maj be ^regarded aa acting 
on behalf of the State. 

b Shipment! arriving when there is a demand fot export bx% however, 
nmally sold iritbont the intervention of the Bank, the difference of 1^ 
bdng divided between buyer and seller. 
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CHAPTER ni.. 



Fob almost a oentury and a half the Bank of Enghind was 
the undispnted monarch of the money-market, but the 
dstabliehment of joint-stock banks in London, beginnmg 
with the London and Westminater Bank in 1834, brought 
powerful rivals into the field, who, by offering to pay 
interest on deposits— a practice which the Bank resolutely 
sets its face against — attracted to themselves immense 
smns many times in excess of their capital, and were thns 
enabled to eontest its supremaoy on nearly equal terms. 
Its inflnence is accordingly on the wane ; but, notwith- 
standing the immensity of the funds at the disposal of its 
competitors, it still maintains a powerful hold over the 
market. The reason why has been explained by Mr. 
Bagehot: "At all ordinary moments there is not money 
" enough in Lombard-street to discount all the bills in 
" Lombard-street without taking some money from the 
" Bank of England. As soon as the Bank-rate is fixed, a 
" great many persons who have bills to discount try how 
" much cheaper than the Bank they can get these bills 
" discounted. Bnt they seldom can get them discounted 
" very much cheaper, for, if they did, everyone would leave 
" the Bank, and the outer market would have more bills 
" than it could bear." — Lojtibard-street. 

One reason then why the Bank still has so powerful a 
voice in fixing the value of money is that the stock which 
she herself holds forms an essential part of the general 
supply. Another reason is that depositors in the banks 
look to the official rate as a standard of value. If Bank- 
rate be three and a half p. o., they expect to get two p. e. 
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and if tbey cottld not obtain it at one bank woald try another. 
ConBequentlj, the adTertieed deposit-rate rises and falls 
vrith the advertised Bank-rate. But the price that a 
banker pays for the money he borrows will necessarily 
affect the price at which he lends ; and, if the depoait-rate 
be two per cent., his discount charge will asnally be as far 
above two per cent, as he can venture to go without driving 
his customers into the hands of competitors. 

The discount-rate of the open market, or price at which 
dealers wUl lend money, is determined therefore, to a great 
extent, by the deposit-rate, or price at which they borrow, 
and the deposit-rate ia more or less dependent on the 
Bank-rate. If bankers paid interest on all the money they 
hold this correspondence would be very close, but much of 
their funds consists of balances to the credit of current- 
acGonnts, on which they pay little or nothing. 

" Bank-rate," or the " Bank of England Minimnm Bate 
of Discount," is theoretically the lowest rate at which the 
Bank will discount approved bills of exchange, or make 
advances on mercantile securities for short periods, and np 
to 1878 was the actual minimum; bat the Bank then 
adopted the practice, which has since been adhered to, of 
discounting for regular customers (those who keep their 
regular banking account there) at market rates, in order 
to place them on as favorable a footing as the customers 
of other banks. 

> ^hanges La the Bank-rate depend, roughly speaking, on 
the proportion which the Beserve of notes and coin in the 
Banking Department bears to the total amoimt of Deposits. 
This proportion fluctuates between thirty and fifty per 
cent., and averages about forty-three per cent. When the 
Beserve falls to a point at which it is deemed advisable to 
adopt protective measmres the rate is raised ; when, on the 
other hand, the necessity for protecting the Beserve no 
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longer exists, and the Bank finda its discottnt basioess 
falling off, becaase competitors can outbid it, then the rate 
is lowered again. The proportion ' which the Beserve 
shoald at any time bear to deposit-liabilities — the point, 
that is to say, at which safety ends and danger begins— ia 
determined not by any hard-and-fast rule, but by the cir- 
cumstances of the moment and by contingencies within the 
knowledge of the directors, who are at all times in posses* 
Bion of a mass of information that never reaches the pnblio. 

Years of high average Reserve are years of low averag* 
Bank-rate, and years of high average Bank-rate are years 
of low average Reserve. 

A peculiarity of the rate is that it attains a higher level 
in the winter season than in the summer, and also, as 
a mle, in the second half of the year than in the first half, 
the reason being that m the autumn and early winter 
months money is in demand to pay for harvest work in the 
TTnited Kingdom, for holiday-making among the well-to-do, 
and for the importation of com and cotton, &c. For the 
ten years, 1881-90, the mean winter rate (October — March) 
averaged £1 2b. per cent, higher than the mean summer 
rate (April — September )/J 

The fluctuations of the Rate since the passing of the 
Bank Act are shown in the opposite diagram. 

The narrow limits within which the average now moves 
compare strikingly with the violent fluotnations of the first 
half of the period. In this respect the panic-jears are 
very noticeable. The periodicity of panics (1847, 1857, 
and 1866, as well as 1837 and 1826) formerly gave rise to 
a notion that, owing to the action of some undiscovered 
economic law, five fat years in the money-market were to 
be followed by five lean years, and that panics moved in 
decennial cycles ; but it is now recognised that their 
periodicity was a mere coincidence, and that they were due 
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to a want of promptitnde in taking steps to defend a 
dwindling reserve. The ratio, for iastance, whioh the 
reserre bora to liabilitiea in 1844-6 waa 50f per cent., and 
in 1847 fell to 3S per cent. ; in 1862-6, was 47 per cent., 
and in 1857 fell to 80 per cent. ; and in 1861-5 was 40 per 
cent., against SO per cent, for 1866. Since 1866 the 
mean proportion has never again been Buffered to fall bo 
low, and has averaged about 43 per cent. 

By the Aot of 1844 the Bank ia ordered to transmit to 
the GommiBBionera of Stampa and Taxes for pablication in 
the London Oazette " an account of the amoont of Bank 
" of England Notea issued by the iesne department of the 
" Bank of England, and of gold coin and of gold and silver 
" bollion reapeotively, and of securities in the said issue 
" department, and also on acooont of the capital stock, 
" and the deposits, and of the money and securitiea 
" belonging to the said governor and company in the 
" banking department of the Bank of England." 

This account, known as the "Bank Betum," is laid 
before the directors at their weekly meeting on Thursday 
morning, and is afterwards made pnblic. Its details are 
alwaya interesting to men of business, and in critical times 
its appearance is awaited with anxious impatience, as the 
information it contains will either allay or aggravate 
apprehension of danger. The Betum also does duty as a 
balance-sheet, which the Bank never publishes. The 
following is the one for the week ending December Slat, 
1890 :— 
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BANK OF ENGLAND. 
3 the Act Tth and 3th Tictorla, a 



Notesliuned £39,193,316 GkiTenuiieiLt deU ....£11,015,100 

Other seonritlei 5,434,900 

Gold coin aod banion 33,743,345 

£39.193,846 £39,193,345 

SAMXIKO DIPAXTKSKT. 

Ptopitetois' (Mpital ..£14,553,000 QoTenuaent BeoniiUea . £9,306,433 

Heat 3,241,083 Other secuiitieB 33,178.856 

PubUc depoBtta* .... 8,834,359 Not«s 14,079,175 

Otheideposits 32,990,330 Gold and aUvei ooin .. 722,489 

Beven-day A other bills 178,381 

£57,786,953 £67,786,953 

* InclmUug Biduqaai, H«lii|r>' Buka, Commlnloaari of SUtODil D*U, utd dlvUrad 
Dated Jonnaiy Ist, 1891. F, MAT, Cam Oashigs. 

In accordance with the above-quoted olanBe of the Bank 
Act, thfi items are arranged onder the tvo heads of Issae 
Department and Banking Department, the former giving 
particulars of the circulation and the latter of the general 
liabiliiieB and aasets. 
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CHAPTER IV. 

ISSUE DEPARTMENT. 

I. 



Wben the British public speealatea and loses, it is very 
apt to lay the blame not so much on its own want of 
prudence as on the shortcomings of others. Ustially 
Government is made the scapegoat; but sometimes public 
opinion is very severe upon loan-mongers and company- 
promoters, at other times upon the system of time- 
bargains, and BO on. 

Buch was also the cose prior to 1844. In the crash 
that followed on a speculation in com or stocks some of 
the provincial bankers were generally to be found among the 
victims ; and the unfortunate holders of their notes, seeing 
themselves in possession of mere worthless pieces of paper, 
raised the specious cry of " Overissue," and demanded 
Government interference. The grievance was taken up 
by the country. The banks, it was maintained, had been 
at the bottom of all the mischief; for, by putting into 
circulation more paper than was required for the. trans- 
action of business, they had produced a redundant 
currency, leading to high prices, speculation, and crisis. 
On the other side it was contended, however, that the 
theory of " overissue " was a mistake, and that there could 
be no excessive issue of paper money so long as it was 
convertible at will into coin; or, in other words, that it 
was impossible to make a man carry a ten-pound note 
about with him in his pocket if he only wanted £5 in 
paper. Only make sure, they said, that every note issued 
shall be paid on presentation, and the circulation may 
safely be left to take care of itself. 
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This was the common-Betise view of the matter ; but, 
nevertheless, it was upon the assumption, then entertained 
by business men of great experience, that excessive issues 
of bank-notes were the main cause of the continually 
recurring panics, that the provisions of the Bank Act of 
1844 were made law. 

Up to that time every banker had the right to issue 
notes to any extent: the sole condition imposed by law 
being that he should pay them in cash on demand, or, in 
default, become bankrupt. But whether or not he main- 
tained a sufficient reserve of cash to ensure convertibility 
was left entirely to his own judgment and sense of recti- 
tude, the consequence being that in many instances bankers 
grossly abused their privilege, and, when opportunity 
offered, increased their issues to an unjustifiable extent. 

It was accordingly determined by Sir Bobert Peel to 
assert the broad principle that the right of regulating the 
issue of currency rests with the Btate," and to overhaul the 
entire system of note issue, or, as the Act says, " to 
" regulate the issue of hills or notes payable on demand." 
Adopting a suggestion of Lord Overstone, who was then 
the greatest living authority on banking, he began by 
ordering the Bant of England to keep its business as a 
Bank of Issue wholly distinct for the future &om the 
general banking business, and to carry on the same in a 
separate department, which he entitled " The Issue 
"Department of the Bank of England." There was to 
be no mixing up of accounts, but, in the weekly statement 
rendered to Government, the liabilities and assets of the 
two departments were to be shown apart. 

As a liability, the new department was to fake over all 
the Bank of England notes then in circulation, and, as 

» On the gTOimd that^ as bank-notea formed part of the national currency, 
and were practically icretusable, it was proper to treat them ae being not 
private, but public, instrumenta. 
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aaeets, eecaritieB to the amount of fom-teen miUtont and 
precions metals for iha balance.* 

The issaeB of other banks (of England and Wales) were 
treated with a view to eventaal extinction. No new bank 
of issue was thenceforth to be established, and those then 
existing were forbidden, under heavy penalties, to exceed 
a certain maximum, corresponding to the average amount 
which they were respectively able to keep in circulation in 
the early part of 1844.*> A bank that suspended its issue 
conld not afterwards resume it, and the privilege was also 
to he forfeited by any that became bankrupt. It had 
already been enacted, too, that if a country joint-stock bank 
opened an ofKce in London it should lose its right of issue. 

The elaborate care taken by Parliament to protect the 
interest of the noteholder, and the enormous importance 
attached to the convertibility of the note, as distinguished 
from a banker's other liabilities, mark a stage in the 
development of banking which has been left far behind. 
To understand how differently the note was then regarded, 
it mnst be borne in mind that in those days a banker's 
circulation was his principal liability, and that deposits 
were in comparison but a very small item. In February, 
1820, to give an instance, the circulation of the Bank of 
England amounted to £23,000,000, and the total deposits 
to ^4,000,000 ; while in February, 1890, the figures are : 
Circulation, ^23,000,000 ; deposits, ^£35,000,000. 

Daring the past half-century a change has come over 
banking. The circulation of notes, as a whole, has de- 
clined ; and, at the same time, the liability of bankers 
on current and deposit accounts has increased by leaps and 

» Far 150 yeais the Bank had been at Ubertf to isroe lui nutDj notes as 
it pleased against what cash it pleased, and the practical eflect (u the Act 
was to limit the pn^-taming part ot the issue. 

b The total amount so authorised was £6,631,647, divided amongst 280 
banks. It was doubtless thought that these issues would have been ab- 
sorbed more quickly tbiin bas been the caw ; and in tiiis respect the Act 
jnaj almost be said to hare failed. 
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bonnds. Xhus, the balance-sheets for December, 1887, 
of five English Banks of Issne, seleoted at randoin, show 
liabilities of £200,000 on notes (compared with £360,000 
in 1844), against no less than seven and a-half millions 
on current and deposit accounts. 

Now-a-days, therefore, we have come to consider deposits 
as the all-important element in bsuking, and the liability 
on notes as a matter of insignificance; bnt, when the Bank 
Act was passed, people thought just the reverse, and held the 
opinion that, while special legislation was necessary to insure 
the noteholder from loss, the ordinary law of Bankruptcy 
was a sufficient protection for the banker's other creditors. 

n. 

How Sir Eobert Peel arrived at the seemingly arbitrary 
figure of £14,000,000 as a basis of the Bank's issue against 
securities does not appear; hut, as the average issue during 
the century had never fallen short of that sum, he probably 
fixed upon it as a safe minimum which the Bank might 
count upon keeping in circulation under all ordinary cir- 
cumstances. The chief item in that amount was the 
debt owing to the Bank by the public, which, in the course 
of the 130 years that had elapsed since the date of the 
first loan, had been increased by sundry additional 
borrowings to a total of £11,016,100,' at which it still 
stands. The difference consisted of interest-bearing secu- 
rities. It was farther provided in the Act that, in the 
event of any of the other banks forfeiting its right of issue, 
the Bank might be allowed on application to increase its 
own issue against securities to the extent of two-thirds of 
that which had lapsed. Since that time the issues thai 
have from various causes been suffered to fall through, 
amount (at the end of 1891) to upwards of £3,500,000, and 
the Bank has accordingly increased its authorized circula- 
tion against securities by £2,460,000 to £16,450,000. 
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As the Bnthorized issue of the banks that still exercise 
their right amoontB to oloee upon £5,000,000, the attain- 
able limit of the Bank of England's issae against Beeurities 
is nearly £20,000,000. 

The gist of the Act is contained in the ciaase that 
directs the iBsue Department to hold the equivalent in 
gold coin or in gold or silver bullion of ever; note created 
beyond the authorized iesne against Becnrities. Up to 
£11,015,100 the note-issue is guaranteed by GoTemment, 
corresponding in every way to a State issue, and for a 
further sum of £6,434,900 the Issne Department itself is 
responsible and holds convertible seoorities thereagainst ; 
but for every Eidditional £6 note that the Issne Department 
puts forth beyond these £16,450,000, standard gold to the 
weight of 616'37 grains mast be deposited in the vaults. 
This Department is consequently purely automatic in its 
functions. Like a Bank of Deposit it takes charge of gold 
for the public, issues a transferable deposit-receipt there- 
against, and gives it out again as soon as the receipt is 
returned and cancelled. 

No silver bullion is held ; for, though the Act gives power 
to hold it to the amount of one-fourth of the gold, silver 
cannot be legally tendered in payment of a £6 note. 

On the circulation against securities there is a profit 
of about three per cent, (which shrinks, however, after 
deduction of the heavy working expenses and of a certain 
proportion paid to Government for the privilege of issue, to 
a net gain of from £50,000 to £100,000 per annum), 
but every note issued against gold means an actual loss. 
It is a great convenience to the public to take bullion to 
the Bank and get notes in exchange, because the latter are 
BO much easier to handle ; but the Bank has to go to the 
trouble and espense of printing the note and guarding the 
gold without any compensation. 
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It is usually taken for granted that the assets of the 

Issue Department are specially hypothecated to the service 

of the issue, and, to the ordinary reader, the language of , 

the Act sounds clear on the point : 

" The -whole amount of Bank of England notes then " 

(Slst August, 1844) " in circulation shall 

" be deemed to be issued on tbe credit of such 

" securities, coin, and bullion so appropriated and set 

" apart to the said issue department." 

Nevertheless, it has heen held on good authority that the 

object of the Act is not to secure the noteholder, but to 

pla«e limits to the issue,^ and that, if the Bank failed, all 

its creditors would fare alike, the noteholders having no 

advantage over the depositors^ Though interesting in 

theory, the question is, of coarse, of no practical importance. 

The Bank Act has been thrice suspended — namely, in 

the panic-years 1847, 1867, and 1866. The Banking 

Department having on these occasions suffered its reserve 

of cash to sink too low, had to apply for permission to 

borrow notes from the Issue Department, and the Act 

was temporarily suspended in order that the latter might 

increase its issue against securities. In the statutes 

regulating the note-issue of the Imperial Bank of Germany, 

-which is modelled somewhat on the lines of the Bank of 

England, this contingency is specially provided for. Like 

the Bank of England, the Eeichsbank issues a fixed amount 

of notes against securities, but may at any time exceed the 

limit on payment to the Government of a fine of five per 

cent, per annum on the excess-issue. Under all ordinary 

circumstances this tax acts as an effective check ; but the 

reserve of power is useful to fall back upon at an emergency, 

and a modification in that direction of the Act of 1844 

k Sacli is ondoubtedlf the effect of the meaencet passed in 1845, which 
dealt with the Irish and Scotch Backs, and this argument is based on the 
Msmnption that the three Bank Acts were one in intent and purpose. 
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coold not fail to be beneficial in timeH of pressure. The 
mere knowledge, in fact, that the Bank posaessed ability 
to increase the currency in caae of need would remove all 
cause for uneasiness. 

The Bank of England Note was made legal tender in 
England and Wales (not Scotland or Ireland) in 1883. It 
may be legally tendered in payment of sums above £5 every- 
where eicept at the Bank itself — that is to say, the Bank of 
England cannot compel its creditors to take its own notes, 

The active circulation (i.e., the notes outside the walls of 
the estahlishment, and actually in the hands of the public) 
shows no tendency to keep pace with increasing trade or 
increasing population, but rather the reverse. Of recent 
years the average has been : 

1876-8 ... ... ... ^£27-9 millions. 

... 27.5 
... 26.6 



1879-81 
1882-4 
1885-7 



... 24.4 

The steady decrease proves that, both in trade and in 
every-day life, the note is falling into disuse as a currency- 
medium. " From trade it has been ousted by cheques, 
which, now that every trader keeps a banker, form the 
actual paper-currency of the country; and for ordinary 
purposes the £5 note suits neither the rich man, who 
finds it safer to pay by cheque, nor the poor man, for whom 
the unit is too large. The difficulty of obtaining change 
is also an obstacle to its current use. A £1 note (the 
re-issue of which now appears to be within measurable 
distance) would, on the contrary, be found most useful, 
and doubtless have an extensive circulation. 

The employment of the Bank of England Note is now 

■ It ia also poaaible, however, that thia falllngH>ff has been in part 
DCcBsiimed by light gold, which has e. tendency to accumulate in bankers' 
hamdB, and thaa to diBplace notes. 
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almost restricted to two purpoaes. It serveB, Eratly, ae a 
sabstitnte for gold in bankers' tilUmoney ; and, secondly, 
as a medinm for efTeoting paymentB of £5 aod upwards, 
either to the non-banking classes (e.g,, salaries), or nnder 
circumstances in -which a cheqae might not he taken (e.g., 
traveUing expenses, hotel hills, &c.) 

In accordance with this distinction, the circulation may 
be broadly divided into two portions — yiz., a Besidnal or 
Fixed IsBOe, and a Tidal or Circulating Issne, the former 
of which bears a preponderating proportion to the whole. 

The movements are shown opposite. 

It will be seen that the fluctuations are mere snrface- 
ripples, and rarely exceed five per cent, on either side 
of the average. The chief features are : — 

1. the large proportion — nearly ninety-five per cent. — 

that the fixed issue bears to the total ; 

2. the increase at the end of each month and of each 

quarter, pointing to the use of the note in payment 
of saJaries and dividends ; 
S. the high level attained in the hohday season. 
The normal ebb and flow of the note-circolation is one 
of the most familiax phenomena of the market, and the 
certainty with which its recurrence may be calculated upon 
deprives it of all influence over the value of money. A 
lall in the Beserve of a million and a quarter in a fortnight 
would be regarded as a serious matter if occasioned by 
external demands, bat is looked upon with indifference if, 
as at the end of June, it ia seen to be nothing more than 
the swing of the ourrency-pendolum. Of course, if such a 
movement should happen to coincide with an e£Qux of gold 
for abroad it augments the effect of the latter, and to that 
extent is an element ef danger ; but, on the whole, 
the fluctuations of the Circulating Issue are too well known 
to afiect the relations between borrower and lender. 
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As regatds tbe Besidnal iBsue the oaee ie different. It 
is only rarely that this portion of the Oiicolation betrays 
any signs of life ; bni its moTsments, when they do oocnr, 
hftve an immediate and powerful inflaenoe over tbe value 
of money. A rise in the Besidaal Circulation, coupled 
with an increase in the Bank's " Other BecnriticB," is a 
sure sign of danger ahead. It means that bankerB are 
converting secnrities into cash and increasing their 
reserves, and is seen at times when the course of events 
has been such as to throw doubts npon the sonudness 
of the banking system, and when the least hitch might 
precipitate a " ran." It is also a sign that the anxiety 
may be referred to English country bankers, as a London 
banker under the oircnmstanoes wonld increase his balance 
at the Bank of England, while a Scotch or Irish banker 
would send to London for gold. 

A case in point occurred in December, 1878. The 
stoppage of an important provincial bank was announced 
on the 9th, and by the 18th the Circulation, which, in the 
nstiat course, would have shown a decrease, had risen &om 
iE29,000,000 to .£32,000,000, while the price of money 
leaped up from four and a-half to six per cent., but practi- 
cally was nnborrowable except on the finest securities. 

m. 

The remaining item in the account of the Issue Depart- 
ment is that of " Clold Coin and BnUion," the amount of 
which corresponds to and zegulates tbe balance of tbe 
issue in excess of £16,460,000. 

It has already been pointed ont that tbe Bank's profit 
on the Circulation arises from the portion that is based on 
Securities, the remainder being in the nature of a receipt 
for gold deposited, which the Bank must preserve intact 
ontil the holders of its notes present them and demand it 
*>ack again. The Issue Department, as such, has conse- 



n,s,t,..dDi. Google 



IBBUB DBPABTHENT. 21 

qaently no ineentiTe to acquire gold or to increase its isBiie 
theteagainst, and, if it consolted only its own interest in 
the matter, might poeeibly be averse to so doing.' Bat it 
is not a &ee agent. So far as the iesne against gold is 
concerned, the law makes it the servant of the public, and 
compels it to take at a fixed price all the gold that may be 
offered. The Act of 1844 provides that all persons shall 
be entitled to demand from the Issue Department " Bank 
"of England Notes in exchange for gold bnllion, at the 
"rate of £3 17s. 9d. per oonce of .standard gold," the 
person tendering the same to be at the expense of melting 
and assaying it ; so that not only is it the Bank's duty to 
give gold for notes, but also to give notes for gtdd whenever 
required. The holder of the gold is not boimd to go to the 
Bank, however. The coinage of gold being quite gratuitous 
in this country, he may, if he so pleases, deliver it (if (A 
sufficient amount) direct to the Master of the Mint, who 
will in due time return it in the shape of sovereigns, at the 
rate of 1869 sovereigns for every 480 ounces metal of 
standard fineness ("/u piue gold, Vii ^oy), equivalent to a 
price of £3 17s. lOjd. per ounce. This is known as the 
Mint price of gold, and is l^d. per ounce higher than the 
Bank price ; but, notwithstanding this difference, all 
imports of gold are, as a matter of course, lodged in the 
Bank,** the reason being that the importer in this case 
receives his money at once, while if he went to the Mint hia 
gold would have to wait its turn, and the convenience of the 
officials, and an uncertain loss of interest would be incurred. ' 
The margin of l^d. per ounce goes into the Bank's 

> The only adTsntage the Issue DepartTnent derives from tho notes 
agaiiiBt gold is that the gold held against them helps to secure the couTer- 
tibility of the fiduciary issue. 

b Unless thera should be a demand for export, In which case aniToIs aie 
moie likel; to bo sold in the market for leshipment. 

> The tune-ajlowance on goM taken to the Mint Is said to be 20 days, 
and as IJd. pet ounce is just equal to 20 days interest at 3 %, the Tesult ia 
much the same whether bullion be sent to the Mint or sold to the Bank. 
In practice, howeyei, the gold coined at the Mint is received eicluslTely 
from the Bank of England, as no prirat« trader ever sends any. 
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pocket, bat, etrioUy epeaking, is not profit. It is rather a 
compensation paid to tb« Bask for the troable and expense of 
sending the bare to the Mint, is case it shoold be required to 
convert them into otHa. Of course, no more bars are minted 
than IB foimd necessary, the Bank keeping them in stock 
as far as possil^ in the shape in which they are received. 

In selling gold the Bank is guided by the same con- 
sideration ^at wooM influence any other dealer. The lav 
insists that it shall pay out sovereigns to the holders of 
notes -when reqmted, bat beyond that leaves it at liberty 
to make its own bargain. If an exporter wishes to make 
a shiianeni of gold to a foreign country, it may not answer 
his purpose to send sovereigns, and in that case he will ask 
the Bank to give him bar-gold, which is more convenient 
for export,* and, in &ot, forms an international currency, 
travelling backwards and forwards as a sort of makeweight 
to balance the differenoes of international indebtedness. 

The Bank is always prepared to cash its notes in bars 
instead of sovereigns, if desired, and usually treats them 
as being of equal value, charging the Mint price (A 778. lO^d. 
per ounce, which leaves l^d. per ounce, or 3b. 2Jd. per 
cent, profit ; but if the demand is very pressing, she takes 
advantage of it just as another seller would, and puts up 
the price to 778. lid. The difference appears trivial, but 
as the margin on bullion transactions is calculated with 
extreme nicety,'' an advance of id. per ounce, or one-half 
per mille, frequently suffices to hinder an inconvenient 
withdrawal. Beyond 778. lid. it is not safe to go, because, 
rather than pay more, exporters might find it advantageous 
to send sovereigns out of the country to be melted, and the 
Bank would have to replace them by mintiag bars. 

To the Issue Department the ebb and flow of gold from 

> Bar-gold is less liable to loss by friction than specie. 

b The profits made in bnllion busineBS are smaller, becSDSe iui>re certain, 
than in most otlier trades. Being an ezceptionallf trausfetable atticle, 
gold mores ss soon as the least profit is shown. 
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and into the coimtry is a matter of indifference. If gold 
comes in, its printing-presses strike off so many more 
notes; if gold goes out, notes return and are cancelled. 
In either case its account balances as before, and its 
position remains the same. 

So ntterlj improbable is the contingency of a " run " 
on this department as to be hardly worthy of serious 
consideration. It might, no doubt, occur in the event 
of foreign invasion, and, as a matter of fact, did once 
happen in the last century, when the news reached London 
that the Highlanders, mider the Pretender, had advanced 
as far as Derby. But, apart from this exceptional instance, 
public confidence in the note has never been shaken ; and 
in time of panic even, when every other " promise to pay " 
is discredited, the circolation, instead of falling off, 
invariably increases 

Supposing, however, for the sake of argument, that acme 
unforeseen circumstanee should give rise to a " run," it 
may well be asked how the Issue Department could possibly 
pay the holders of all its notes in gold, seeing that sixteen 
millions of the money are locked up in securities. 

To this it has been answered that, at an emergency, the 
Bank would have no difSculty in realizing its "Other Securi- 
ties," and might then get the Government Debt converted 
into stock, and sell that, taking its own notes in p^ment.' 

Apparently this is the only explanation possible ; but, as 
it is based on the assumption that bnyers could be found 
for sixteen millions of securities at a time when the Bank 
of England itself was in danger, it may be taken for what 
it is worth. 

■ By declaring toe Bant at England Note to be a legal tender, the 
Govenunent virtually pledges ita honor to see it paid; so that it would 
perhaps be nearer the mark to maintain that the Issue Department, after 
j;^»»^*.^ ^t {I-- rw-lid* Qa^iinfijkfl KMiM jul11 rm tViA Rtat^ to i>roviile funds 
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CHAPTER V. ■ . 

BANKING DEPARTMENl. 
1. 
The Bankiog Department of the Bank of England is 
simply a bank like any other, and differs in no essential 
particular from its neighbours." Like them, it transacts 
ordinary banking busineas for the public, and, like them, 
it is carried on by the Directors, ■withont Government 
interference, for the benefit of the shareholders. 

In only one respect is its management affected by special 
legislation. As the Bank is the custodian of vast sums of 
public money, it is but just that the GoTornment and the 
public should have opportunity of knowing how that money 
has been dealt with ; and the Bank Act, therefore, requires 
that the Banking Department, as well as the Issue Depart- 
ment, ehaU publish a weekly statement of liabilities and 
assets — a condition that has been imposed on no other bank. 
The firBt place in this Betnm is given to the items of 
pROPRiETOEs' Capital and Best. — The strength of the 
Bank, and the source of the unbounded confidence that 
' is placed in its stability, is the enormous amount of the 
capital, il4,553,0O0, which is not only far larger than 
that of any other bank in the world, but even exceeds 
the united capital of the State Banks of France and 
Germany. And yet, vast as this sum appears, it is not 
the whole extent of the resources j for, in addition, a Rest 
or Reserve-fund of undivided profits has been accumulated 
to the extent of upwards of three millions more,'' so that 
» The words " eicluaive privileges of baTiktng " appear to have been re- 
tamed in the Bank Act for the s^e of couformitj nith prenoua staluies, 
us the Bank neither poasesses nor lays claim to any esduBive priviUges 
whatBoever, other than those which appertain lo and are compriBed in ite 
function of the management of the issue on behalf of the Stute. At the 
outset it posaessed the prerogatives of limited liability and of inunuuit; 
from, competition, bnt its only advantage now over other banks is that of 
keeping the Government Acoowit. 

>> It was decided many years ago by the Court of Proprietors that llie 
Beat should never be allowed to fall below three millioniB. 
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til© actnfti working capital is over Beventeen sind a half 
millions.' 

The chief object of capital to a bant is to give confidence ■ 
to depositors,'' and, in this respect, the secnritj offered by 
the Bank of England is unparalleled. Thne, on the 2ud 
July, 1890, the total deposits stood at ^34.3 millions, 
against £11.7 miUions of capital and reserve, a proportion of 
over Jifty per cent.; while the balance-sheet per 80th Jnne, 
1890, of the next largest English bank, the London and 
Westminster, shows £26 millions deposits against £4.6 
millions capital and reserve, a proportion of leas than 20 p. e. 

In one sense, however, the very magnitude of the Bank's 
capital is a disadvantage, as its earnings, thoagh amount- 
ing to nearly a million and a half per annom, dwindle, 
when they come to be spread over so large a sum, to the 
modest retnm of ten. per cent., a result which the stoek- 
holdera jealously compare with the handsome dividends 
distributed by most of the Bank's younger rivals, who, not 
being burdened with a load that presses so heavily upon them, 
have, in this respect, been able to outstrip it in the race. 

n. 

Public Deposits (see diagram). — The largest and moat 
important account in the Bank's hooks, and the largest 
probably that any bank has ever possessed, is that of the 
British Government. , 

The public income, as it is collected day by day by the 
Customs and Excise Officers throughout the country, is 
paid in at the branches of the Bank of England ; and, on 
the other hand, the enormous payments that the Govern- 
ment has to make to the Army and Navy and to the Civil 
Servants are all effected by means of cheques on the Bank. 

» Tbe ndne of tbe Bank premiseB, wblcli occupy nearlj three acres of 
grotmd, iB not included. If this be added, the capital staj. b« put la 
tooud anmbets at £20,000,000. 

b It is because tta obief depositor is the natioTL itseU that the Back 
needs keep so large a capital. It moat show the pablic not oiitj that it is 
safe, bat itat it is eeie l>ejond all questltm. 
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It alBO attends to tbe payment of intereet on the Fublia 
Debt, and for this duty receiveB Bpecial remuneration. 

The balance kept there by the Exchequer, free of interest, . 
is on a par with the size of the account, and appears to 
average about three millions. 

To a banker's eye this is an ideal account ; for all its 
variations can be easily oalcnlatedj a handsome balance 
ie always kept, and there is not the least fear of the 
Government withdrawing its money in a panic. 

Beside the Exchequer account, the Public Deposits com- 
prise the balances standing to the credit of the Secretary 
of State for India, of the National Debt CommissionerB, 
and of other " official " accounts. 

From the point of viev of the Money Market, the most 
interesting feature of the fluctuations is the large increase 
of the balance in the March quarter. At the beginning of 
the year the payment of the Consols dividends, &c., causes 
a heavy drop, but from the middle of January to the end 
of March the incomings exceed the outgoings to the extent 
of seven millions. 

The reason of this " spurt " in the receipts is that the 
greater part of the Assessed Taxes are paid in the March 
quarter, fully two-thirds of the Bevenue under tfee heads of 
Income Tax, House Duty, and Land Tax b^g got in 
between New Year's Day and Lady-Day. If expenditure 
kept pace with the increased receipts, the balance would 
remain unaffected ; but it is apparently the practice of the 
spending departments to defer very large payments until 
the end of March — the close of the financial year — and in 
the first few days of April we find a fall of four millions, 
which brings the balance ba*k to about starting-point, 

The results of this temporary lock-up of money are 
very noticeable. In the first place, the extent to which the 
payment of the Queen's Taxes affects the poorer classes — 
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those who caonot afford the luxury of a banking- 
account— is shown by the &ct tliat the circulation of coin 
ezhibitB a shrinkage by quarter-day of three millione, and 
as this is accompanied by a decline of a million and a 
half in the note circulation (largely due, no doubt, to the 
same cause), the Bank's Beserre of Cash gains close upon 
£i^ millions from internal sources, and attains the highest 
point of the year. 

The remainder of the seven millions is obtained at the 
expense of other banks, and heljjs to diminish the " Other 
Deposite." 

The transference of so large a som of money from the 
pockets of onteiderB to the coffers of the Bank naturally 
acts upon the value of money, not only contributing to 
bring about the decline in the oEGcial qnotation, which 
usn^y takes place at this time, but materially influencing 
the market-rate, by narrowing down the margin which exists 
between that and Bank-rate. As a rule the outside market 
haa no difficalty in outbidding the Bank, and the saccese of 
its competition depends on its ability to do so. Thus, while 
the average Bank-rate for the ten years 1881 to 1890 was 
£3 9s. 8d. per cent., that of the market for best three 
months bank-bills was only £2 14s. per cent., a difference 
of 16s. 8d. Bnt between January and March the impover- 
ishment of the mu'ket, combined with the augmentation 
of the Bank's strength, has a striking effect on this margin. 
In January, owing to the large amonnt of dividend-pay- 
ments that fall due at the beginning of the month, money 
is very plentiful, and the average variation large, being no 
less than £1 3s. per cent.; but the Revenne collectiou soon 
begins to tell on the available supply, and in February 
the margin is reduced to £0 14s. per cent. ; while in the 
first three weeks of March the average difference is only 
10b. 8d. per cent. 
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GonsequeDt apon this tightening-ap of onteide rates, the 
Bank, at tfaia time of tlie year, obtiufiB far more than its 
Qsn^ ahare of the onrrent diBooont-baameBB. 

From the end of March onvard, the movements of the 
" Pablie Deposita " are quite normal, and of fihght im- 
portance. The payment of salarieB, diyidends, &.e., caases 
a fall at the end of each quarter, and from its maximum 
at the end of March the balance gradually descends till it 
reaoheB its lowest point in NoTember. Freparation then 
begins to be made for the heavy New Tear's payments, and 
if, as is usually the ease, the Exchequer balance at the end 
of the year should be insufficient to meet theae, the Bank 
advances the deficiency on the aeoority of "Deficiency 
Bills," the Government repaying the loan out of the 
January revenue. An increase in the item of Govern- 
ment Securities is consequently an almost invariable 
feature of the first Betum of the year. 

in. 

Otheh Defositb. The whole of the Bank's liabilities 
to the general public (with the exception of a small 
amount of Bank Post Bills, which are stated separately) 
are grouped together under the head of " Other Deposits." 
These consist of balances stauding to the credit of its 
customers in London, Manchester, Liverpool, Birmingham, 
&c., and correspond to the "Current Accounts" (rather 
than to the "Deposit Accounts") of other banks. 

In a rough swt of way, the " Other Deposits " may be 
said to be a measure of the supply of loanable capital, and 
to all who are conversant with the constitution of the 
Money Market every change in this item conveys a signifi- 
cant meaning. If they rise beyond the usual average, the 
augmentation is regarded, in the abaence of other known 
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causes, as an indication tbat the enpplf of money in the 
open market exceeds for the time being tbe effeotive 
demand. On the other hand, a fall below the average 
points to scarcity, and is the usual forerunner of an advance 
in outside quotations. 

This connection between "Other Deposits" and the 
market rate is due to the fact that the Bank of England 
is the Bankers' Bank, and that the Other Deposits include, 
in addition to the balances of many great corporations and 
wealthy merchants, the cash balances of numerous Country 
Banks, and of the whole of the London clearing-bankers. 
Each of the olearing-banks, of which there are twenty-six, 
keeps an account at the Bank, and the differences arising 
out of the daily clearings are settled by transfers &om one 
to another in the Bank's books. Bearing in mind the 
m^piitnde of the daily clearings (a total tumover of fifty 
millions or more is nothing unusual on a fortnightly 
Settling-Day), it is evident that for this purpose alone 
substantial balances need be kept. 

But in addition to these balances the London banken 
also entroBt to the Bank's keeping the amount of cash that 
experience has taught them the necessity of holding in 
reserve to meet any sudden demand that may be sprung 
upon them, A more natural system, one would imagine, 
would be to look after their money themselves ; but it is one 
of the peculiaritieB of English banking that no establish- 
ment in the country, except the Bank of England, takes 
charge of its own reserve. Wherever possible the respon- 
sibility is shifted on to someone else. Snch cash as is 
necessary for daily requirements is kept on hand, bat 
the uninvested surplus that must be set aside to provide 
for unexpected withdrawals is consigned to the care of 
some other bank. The country branch-banks look to the 
Iiead-office, the head-office relies on the balaooe at its 
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London Agent's, and tlie London Agent keeps hia reserre 
at the Bank of England. 

The Bank has therefore the responsibility of looking 
after what is really the ultimate banking-reserre of the 
whole country, and the " Other Deposits," or, at any rate, 
that part of them belonging to bankers, are aa far as aotnal 
cash goes the only -source from which an immediate supply 
can be obtained to satisfy any immediate need. In what- 
ever part of the country an ui^nt demand for cash should 
spring np (as in case of a " run " on a bank), it can only be 
met by trenching on the one central fund. 

If the banker's balances were reducible into nothing 
inore than the provision for clearing -differences and a 
reserve, they would, &om their very nature, be all but 
free from fluctuation. The total under the former head 
would not vary, as the whole of the debits on any given 
day's transactions equal the whole of the credits, leaving 
the difference the same ; and the reserve also would, when 
business snd credit were in normal condition, be liable 
to little change. 

As a matter of fact, however, the banker's balances do 
vary very considerably, and the disturbing cause is to be 
found in a third element, that of floating money. There 
are times when a banker literally has more money to 
dispose of than he knows what to do with. When the 
dividends are paid, for instance, the market often becomes 
full to overflowing, and the ordinary outlets are insufficient 
to carry off the supply. All the bills that can b© found 
are eagerly bought up, aud all applications for loans 
attentively listened to, but there still remains a margin 
awaiting investment, and it is this margin of idle money 
that is sent to the Bank to swell the Other Deposits 
Until suitable employment can be found for it. The same 
thing occurs in periods of business stagnation, and in 
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fact whenever the demand ia Black, or the supply excessive. 

At all such times the Other Deposits are sate to increase, 

and the increase ia eqaally sure to be attended b; lower rates. 

17. 

Ihe lowest point that the Other Deposits have touched 
in the ten years, 1881 to 1890, is ^£21^ millions, and ^£24 to 
£2d millions is a fair normal average.* 

How much of this belongs to bankers, and how much 
to the other customers of the Bank is not known. A 
return was formerly made to Government in which the 
Bankers' Balances were shown apart, but its publication 
has been discontinued since 1877. At that time, however, 
the balances of other customers amounted approximately 
to £11 millions, the difference being bankers' balances. 

The most marked feature in the regular movements of 
this item (see Diagram) is a large and sudden increase at 
the turn of the half-year. On the 30th June, and 31st 
December, many joint-stock companies are in the habit of 
ji^ying in large sums to the credit of their banking 
accounts, in order that the item of "Cash" may make 
a good show in the published balance-sheet, and as the 
Banks themselves are also influenced by the same con- 
sideration, much of this money is sent into the Bank to 
swell the Other Deposits, thus causing an abnormal 
increase. After ihe accumulation has served its purpose 
it is rapidly dispersed again. 

Another rise is caused by the dividend payments at the 
beginning of October ; but the corresponding movement 
in Apnl is only weak, because the market, owing to the 
collection of the revenne, is nsu^ly bare just then, and the 
money is easily absorbed. 

■ In ISdl the average loae to £31^ mUlloiu. The bulk of tUa excess 
it doubtless due to a sustained increase in the bankers' baJances, con- 
■eqtoent on Bb. Ooedies'fl admoultorf speech at Leeds in January, but 
part may Etlao be assigned to a tianafei of some of tbe tonds formerly 
aepoaited with the Bai^igs. 
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These flactnafciona are all such as recur with regularity 
year after year, but there are also others of less frequent 
occurrence which call for notice. Times of difficulty and 
crisis have in recent years always been accompanied by 
a great and rapid advance nnder this head. At such 
conjunct ares bankers are the first to take alaUm, and 
immediately set aboot strengthening their reserves. 

The year 1875, which was made memorable by the failure 
of the Manchester firm of Collie, and by other mercantile 
disasters, will serve as an example, and the more so as the 
changes that thee took place in the bankers' balances are 
known with certainty : — 



Ooths 


UJULou. 


».._ 


19tliM^ .. 




£17 

19.4 
21.8 

20.1 

22.8 
25.3 




and the Bankerfl' Balances at 

22nd May. Criaia at Ko. Suspension of 


£7,3 






















3rd to Vth Jtme. No fnrthec ifail'ureB. 












lath to 19th June. FaOuM of A. Collii! 












21th to 2dth Jnae. Uore failures 









In this instance we see that in six weeks the Other 
Deposits registered an increase of £B^ millions, and that of 
this enm no less than £7 millions were paid in by bankers, 
who nearly doubled their balances. The remaining £1J mil- 
lions may possibly have been money that was transferred by 
its owners from the custody of other banks to that of the 
Bank of England, as it is probable that the panic feeling 
which drives depositors away from other banks, drives them 
to the Bank of England as the last refuge. 

Another example is found in 1878, the year of the City 
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of Glasgow Bank collapse, but here the action of the batiks 
can only lie a matter of surmise :— 



Ontbs 




.... 


SStli Sept. . . 






26th to 3001 September. Hmnonrfl of diffloultiea in 












3ud October. Stoppage of Oity' of Ola^w Bank 














27.3 









This is an increase of £7^ millions in three weeks. 

Finally, in November, 1890, when it became known that 
the Barings were in difficnltiesj tiie Other Deposits ran 
np in seven days from the already high figure of sBSO.S 
millions to £36.4 millions, which up to that time was the 
highest point recorded. 

War rumours prodnce macb the same effect. In the 
early part of 1885 a dispnte with Russia, in connection with 
the delimitation of the Afghan frontier, gave rise to con- 
siderable nneasinesa, and the Other Deposits, which in 
February stood at less than £24 millions, had risen by July 
to as much as £3 i^ millions. Business had meanwhile come 
almost to a standstill, and the lai^e cash-reserves that 
bankers had gathered together hung on their hands for 
want of employment long after all danger of war had passed 
away. Money was in consequence " a dmg in the market," 
and for six months, from the middle of May, could be l)or- 
Towed from day to day at an average price of less than lOs. 
pet cent, per annum. 



One other point in connection with the bankers' balances 
B to be mentioned. 



n,s,t,..dDi. Google 



S4 THE BANK OP ENGLAND. 

Wheni the set of the gold-current is against us, aa is 

nsually the case towards the end of the year, the only 
practical way in which the Bank can counteract . the 
outflow is to raise the value of money above the general 
Continental level. This not only tends to make the export 
unprofitable, but at the same time induces bankers in 
other conntries to buy up London paper for temporary 
investment, thus turning the exchanges in onr favor, and, 
eventually, bringing gold from other quarters to replace 
that which has been lost. 

The success of this measure always depends, however, 
on the extent to which it is seconded by the open market. 
Continental bankers who have floating funds to invest 
care nothing for the rate that the Bank of England is 
supposed to charge. In bidding for bills their competitors 
are not the Bank of England, but the dealers in the open 
market, and it is the market-rate alone that affects their 
calculations. If the London market is above their home 
market, they wUl buy freely, but a high Bank-rate alone 
will produce no effect. 

For the Bank, then, to declare that money, for which 
yesterday i per cent, was asked, shall to-day be worth 
6 per cent., is of no avail unless other big dealers concur, 
and fix their charge accordingly. It is of course to the 
advantage of other lenders to raise their price, if feasible, 
and, to a certain extent, they are almost forced to follow 
the Bank, because, as we have already seen, the interest 
they pay to their depositors is regulated by the oEQcial rate, 
and, as they have to give more when the rate advances, 
they must also charge more, or be out of pocket. But the 
price of money in the open market does not depend on 
this or similar considerations, but, like that of other 
commodities, is adjusted by the equation between supply 
and demand. 
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With demand we have here nothing to do ; bnfc, bo Tar 

as supply goes, a ready test of strength ia afforded by 
the amount of the "Other Depoaita." If the Other 
Deposits stand at a low figure, the supply is short, and 
the market will as a general rule keep well np to the 
Bank, responding readily to the latter's initiative. If, 
on the other hand, the Other Deposits are high, indicating 
a supply in excess of requirements, then the pressure of this 
margin of unlent money will cause lenders to beat down 
rates in their anxiety to use up the funds ander their 
control, and the Bank will be quite powerless to influence 
outside quotations. The larger the margin of idle money 
in such cases the larger will be the disparity between 
official and unofficial quotations. In 1887, for example, we 
find the following fignres : — 



other DepotitB. 



aartet RsU 
BankBi 



£21.6 millions llowat of year).. 



311% 38. 9d. <=ir£i 
1,V% 88.9d. =lli%) 
U las. 6d. l = Sli%) 



The efficiency, therefore, of a high Bank-rate in putting 

a stop to an efflux of gold varies inversely with the amount 
of surplus funds at the disposal of the market, being 
greatest when the Other Deposits are at their lowest, 
and vice-versa.;^ and although, generally speaking, an 
export tends naturally to bring about an advance in rates, 
because every million sent out of the cohntry, besides 
reducing the gold reserve, also causes a contraction of 
the available stock of market-money, yet it may, and 
sometimes does, happen, when supply is excessive, that 
the market could afford to let two or three millions go 
without feeling the loss. In such circumstances a high 
Bank-rate ia com paratively useless, and the reserve would 
* Compare oa this point the (Jther Deposits iDiagmm No. i) with tha 
compariaou between market-rate and bank-r^te (ULagram No. 18). Wien 
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soon fall to a daugeroasly low point nnless other meana 
conld be fonnd to protect it. 

Repeated adraiices of the rate would no doubt have 
the effect in the end of screwing the market up to the 
desh-ed level, but there is a limit to the Bank's powers 
in this direction. For many purposes Bank-rate is still 
regarded as a standard of the value of money ; the charge 
made for interest in current-accountB is everywhere based 
upon it, and outside London it is the minimum discount- 
rate. The consequence is that an annsually high rate 
would, unless justified by a crisis, cause an outcry through- 
out the country, and as this would be distasteful to the 
Bank, the movements are now confined within narrow 
limita, 6 per cent, being, as a general rule, the ofiacial 
ultimatum. If 5 per cent, fails to arrest the export, other 
measures have to be resorted to. The Reichsbank, in 
such a case, would possibly give exporters to understand 
that they mnst be prepared to incur tihe consequences 
of its displeasure if the withdrawals were persisted in 
This the Bank cannot do; nor can it put a premium on 
its gold, like the Bank ^f France. And yet the outflow 
must be stopped somehow. 
f- (^Wheuevei then it becomes evident that the market is 
hindered from tollowing the Bank by the pressure of a 
margin of money for which no suitable employment can 
be found, the Bank goes straight to the root of the difficulty, 
and gets rid of the incubus hy the simple but peculiar 
expedient of borrowing the surplus herself- This ia effected 
by selling Consols for " money," and bn3'ing them back for 
the " account." The " account " price, at which they are 
bought back, is of course higher than the " money " price, 
at which they are sold (because it includes a larger propor- 
tion of the accruing dividend), and the difference between 
the two prices represents the interest paid for the loan.l 
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Ab the bnyera " for money " give cheques on tUeir 
bankers in payment, the bankers' ba]ances at the Bduk 
are to that extent reduced in the next clearing ; conse- 
quently the Other Deposits foil, and, as the owners of 
those deposits hare less to lend than they had before, 
the market at once hardens, and the Bank succeeds in 
its object of raising the price) of money above the Conti- 
nental level, and of tempting foreign capital over. 

An example will make the principle clearer. On an 
average, the moTemeats of gold to and from foreign 
countries leave the Bank at the end of September with 
over a million in pocket, bat in 1888 there was a small loss 
on that date, and in order to attract imports the rate 
was put up to 5 per cent., the effect being that by the 
end of October the Bank had gained largely on baJance. 
The movements of the next few weeks were as follows :— 



DiU. 


Otlisr 


IXpu-tat. 

uiiiioiu. 


'"'""' o^"***^" 




M«ketiut* 






"""• 


Fuii. 


BerlfaL 


aisfOct.. 

7ih Not. 
14a „ 
Slat „ 


£25.6 
25.5 
25.9 

22.3 
22,1 


£.^7.1 
36.8 
3rt.5 
31.3 
33.4 


Gain on balance £1 131,C00 

Out 877.000 

nil 


5 


H 


4i 


I' 

3 


88tli „ 









As the market was over-snpplied with money — Other 
Deposits standing at 2fi| millions — outside rates had 
fallen away to 3f per cent., and it was no longer so 
profitable to send money to London. Accordingly the 
export movement got the npper hand again, the 5 per 
cent. Bank rate being quite ineffectnal to check it, and 
in the first three weeks of November two millions were 
taken out. Then the Bank took decisive action. Consols 
were sold, and money borrowed, to a sufficient extent to 
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reduce the Other Deposits by £Si milHonB, with the 
immediate result of raising the outside rate from 3| per 
cent, to 4] per cent. The quotation being now higher 
than ia other capitals the tide began to tarn, and by the 
end of December the Bank had regained all its previons 
loss. 

Another way of controlling the market has been often 
snggested. The Bank, it is said, could easily make herself 
mistress of the sitaation by offering to pay interest on 
deposits. As a great part of the money lying with other 
banks is deposited as much for the sake of security as of 
profit, there is no doubt that a very low rate of interest 
would suffice, when backed by the name and prestige of 
the Bank of England, to tempt mnch of it over. There 
would then be no difficulty in making the Bank-rate 
effective, for whenever the market fell away, the Bank 
could always pnll it up again by advancing the deposit-rate, 
and thus exhausting outer supplies. 

To this course there are, however, some obvious objec- 
tions. In the first place it would be a reversal of the 
Bank's traditional policy, which subordinates profit to per- 
fect safety. But perfect safety, it is clear, is not compatible 
with the possession of a vast sum of money, repayable at 
a day or two's notice, and if the Bank is already able to 
obtain the loan of 24 millions of money without paying 
a shilling for it, what would the Deposits amount to if 
interest were offered? The Bank, it must be remembered, 
Ib the repository of the nation's balance, and cannot afford 
to expose itself to the riak of a "run " in the event of a 
crisis. As matters stand at present, there is no such risk 
if ordinary precautious are taken, for, as we have already 
seen, the Deposits increase in time of panic; but whether 
such would still be the case when the depositors were 
a large and mixed body is another question. 
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Then again, the Bank, by competing with its neighboura 
for deposits, and thus robbing them of a lucrative part 
of their business, would not only give dire offence to lbs 
best custoraers, bnt would probably add little to its own 
earnings. Other banka make deposits pay because they 
invest the greater part of the money in interest- bearing 
securities, and retain only a small proportion to meet 
withdrawals, but the Bank makes a practice of keeping 
43 per cent, in reserve, and would thns, ■ while giving 
interest on a!l it receivod, be earning it on only about 
half: besides which, a large portion of the 2i millions, of 
which the Bank now enjoys the use free of interest, would 
no doubt be at once transferred from Carrent Account 
to Deposit Account, swelling the total on which interest 
wonld have to be paid. 

Apart, however, from all consideration s of safety or profit, 
the great difficulty would be to obtain and, above all, to 
keep up a sufficient ^Reserve. If, for instance, the Deposits 
increased to only double their present amount, the Bank 
would have to add £11 millions to the Reserve in order 
to keep it up to the usual proportion (and under the 
circumstancea the proportion would have to be increased 
rather than diminished) j but where is the gold to be had, 
or, if obtained, how is it to be defended ? In the nine 
years, 1881 to 1889, notwithstanding the attractive powor of 
high rates, there was but a small gain on balance, the 
figurjs being:- 





Eiceas of Importo 
oyer Exports. 


Ezcess of Exports 
over Imports. 






. . . . £2,392,000 






Gain on balance. 


£4,028,000 .... 


1,636,000 
. . . . £4.028,000 



Practically, therefore, the Bank is just able, by the 

n,s,t,.,.,i.:,G00tjlc 



40 THE BANE OF BNOIAND. 

exercise of constant care, to preserve the balance between 
imports and exports, and it is clear that the price it would 
have to pay for a large and permanent addition to its 
stock would be all but prohibitive} so that, however 
pecnliar the system may appear of forcing up outside 
rates by borrowing and paying interest for money which 
it does not want, it nevertheless seems to compare favorably 
with the alternative proposal of allowing interest on 
depositSj and, until a better mechanism can be devised, 
we are likely to see &e Bank continue asing the bankers' 
balances as a lever by which to lift the market. 
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CHAPTER VI. 

BANSma DSFABTHEHT (Cbnt) 

GoTiBNnNT SBOOBinia. Other SBcnKiTiis. — Under tteae 
headings the Baak states the total values of its inTeBtments. 

" GoTernmeQt Securities " comprise, as their uame 
snfiBcienUf indicates, all those (such as Conaolft, Excheqaer 
Bonds, Treasury Bills, &c.), which yield an income guaraii' 
teed hy the British Government. 

Little importance attaches to changes in this item, bat 
M they sometimes throw a side-light on the state of the 
market it is well to know their meaning. 

At the end of the quarter, for instance, there is often a 
sudden increase, which represents the secority given hy the 
'iVeasniy to cover temporary advances obtained from the 
Bank. As the balance standing to the credit of the Govern- 
ment is nsnally insufficient to meet the dividend and other 
payments then falling dne, the deficient^ is borrowed from 
the Bank on the security of " Deficiency Bills," and is after- 
wards paid off oat of the revenue collected in the coarse of 
the few foUowing weeks. No borrowing is necessary at the 
end of March, because the Govemmeut balance then stands 
at a high point> owing to the infinx of the Income Tax. 

A movement in the Government Securities at the time of 
the monthly settlement in Consols, or on the occasion of a 
fresh issue of Treasury Bills, points to changes in the 
Bank's investments, and sometimes produces a passing effect 
on outside rates. If the Bank, for example, allows a parcel 
of its Treasury Bills to nm off without renewing them, the 
new allotment will &1I to be paid for by the market and, so 
tar as it goes, will tend to make money dearer. 
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The aale and re-purchase of Government Securities 
("borrowing on Consols.") has been already referred to 
aa a chief means of exhausting outer supplies. 

" Other Securities " (see diagram). The general invest- 
monts of the Bank in Indian, Colonial, and Corporation 
Stocks, and in Railway Debenture Stocks, &e., its stock of 
bills of exchange held under discount, and the sums due 
by bill-brokers and others for advances made to them 
against security, together make up, with other miscellane- 
ous assets,* the large total that figures on the credit-eide of 
the lieturn as Other Securities. Since 1880 the item has 
not fallen below £n.'.) millions, and the average (1881-90) 
has been i£21J- millions.*' 

The particulars in detail are not known. Formerly a 
return was made to Parliament in which the loans and dis- 
counts were distinguished from other assets, but this infor- 
mation has not been supplied since 1875. So far as 
discounts go, the Bank's business appeared at that time to 
be falUng off, and conjecture estimates the present average 
contents of its bill-case at a comparatively low figure. 
The market is almost invariably able to underbid the Bank, 
ftnd in the competition for bills the lowest bidder is usually 
successful. It may be laid down as a general rule that the- . 
ordinary run of discounters only apply at Threadneedle 
Street under exceptional circumstances — such, for instance, 
as when the market is bare, and an advance of the oEScial 
rate anticipated. Dealers may then be unwilling to 
increase their commitments except with the proviso 
" subject to Thursday's rate," and those in search of ac- 
commodation may prefer to take their chance at the-Bank. 

The bulk of the Bank's ordinary business with borrowera 

* The value of the branch premiaea is iucluded In this Item. 

b For 1391 the average comes out £29,7 millions, the increase being 
eiiHcieutly explained by the advance of £7^ millions made by the Baai 
in the matter ol the Baring liquidation. 
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takes the shape — not of diacoanta.but — of abort loana against 
the deposit of the best class of Stock Exchange securities 
or of bills of exchange. Money ie not lent from day to day, 
nor on the security of documents representing produce. 
Whenever there is a pressure for money in the open market, 
whenever demand exceeds supply, the Other Securities are 
increased by transactions of this class, showing that the 
Bank has been called upon to fill cp the void. 

The most regular of these changes is an expansion at 
the turn of the quarter, when in order to meet the demand 
occasioned by the falling-due at this period of dividends, 
salaries, rent, &c., bankers call in a portion of their 
deposits with the brokers, and, as the reserve which the 
latter are in the habit of keeping is not enough to meet 
heavy claims, they have to borrow from the Bank in order 
to repay. 

The lock-up of money caused by the collection of the 
Income and Property Tax also makes its mark on the 
Other Securities, and produces a steady rise from the 
middle of February to the end of March, followed by a rapid 
fall as soon as the Treasury lets the money out again in 
April. 

These movements call for remark not on account of the 
mere fact that dealers are at intervals compelled to resort 
to the Bank for aid, but because they show how ill adapted 
the market is to bear a slight extra strain. Though its 
liabilities and resources are of vast proportions, yet so 
delicate is the adjustment, and so small the unused margin 
kept as provision against contingencies, that the removal 
of two or three millions suffices to destroy the equipoise, 
and to leave it dependent on the support of the Bank for 
the means to pay as it goes. 

A simultaneous increase of both Other Securities and 
Other Deposits is frequently seen, and is taken to indicate 
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(nnleBB preparation is being made for dividend pa^menta, 
&c.), that bankers are calling in funds, and strengthening 
their balances as a precantionary measure. Tliis is a 
feature of the Return wheaever any uneasiness is felt 
in the market, and the gravity of the impending danger 
may always be gauged by the extent of the movement. 

In 1866, on the failure of Overend Gamey A Co. — the 
last oocaeioa of an actual crisis — the Other Securities rose 
from 

JE20.8 millions on 9th May, 
to £30.9 „ 16th „ 

being an increase of £10 millions in seven daysj in 1875, 
when A. CoUie & Go. failed, from 

£18.3 millions on 16th Jnne, 
to £25.6 „ „ 30th „ 
in 1878, on the snepension of the City of Glasgow Bank, 
irom 

£17.3 milliona on 25th Sept., 
to £23 „ „ 16th Oct. 

and in November, 1890, (the Baring difficulties), from 
£25.1 millions on the 12th, 
to £32.1 „ „ 19th. 

The Bank, it will be seen, lends with the greatest freedom 
on sncn occasions, this being the best way of allaying the 
feeling of panic ; bnt aa the borrowers are only actuated 
by a desire to be ''on the safe side," the money is not 
really wanted, and the greater part of it is usually left in 
the hands of the Bank, explaining the advance of the 
Other Deposits. 
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CHAPTER VII 

THE BESER7E. 

I. 

Tbb total amount of Notes and Coin, or cash in haod, 
held by the Banking Department, conatitutes what is 
known as the " Reserve." 

These are the vital figures of the Return. On the 
maintenance of a sufficient store of actual cash to satisfy 
the claims of depositors depends the very existence of the 
Bank, for the whole of the Deposits are practically debts 
payable in gold on demand, and the Bank must either 
fulfil its obligation to repay when called upon, or close its 
doors. Between the proportionate strength of the Reserve 
and the price that the Bank charges for loans there exists, 
too, an intimate connection, and the Reserve is in fact both 
the basis of the Bank's credit and the key to the Bank-rate. 

As an idea sometimes crops up that tbe Reserve secures 
the note-holder as well as the depositor, and that an export 
of gold is had for the country, because it must impair the 
ability of the Bank to cash its notes en presentation, it 
may be well to point out before going further that tho 
convertibility of the note has nothing whatever to do with 
the Banking Department, and that the "Reserve" is a 
Banking Reserve, maintained solely for the purpose of 
cashing depositors' cheques. The misconception arises 
from confounding the fanctions of two distinct funds — 
namely, the Banking Department's cash-reserve against 
deposits, which the note-holder cannot touch ; and the Issue 
Department's stock of gold appropriated to the service of 
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tlie note, which the depositor cannot touch. Perhaps the- 
fact that tho " Beserve " is habitaally spoken of as Gold, 
while the Bank's entire stock of metal (with tlie exception 
of a small proportion of coin required for till-money) is 
held by the Issue Deparbment against notes issued, may 
partially acconut for the confusion. It is obvious, too, on 
examining the Return, that a withdrawal of bullion must 
diminish the stock in the Issue Department, but why at the 
same time it should also affect the cash in the Banking 
Department does not at first sight appear at ell clear. 

The difficulty disappears, however, on considering the 
means employed to take gold from the Bank. In order to 
do 80, the usual course is to obtain credit with a London 
banker by discounting bills, or selling securities, &c., to 
make use of that credit by asking for Bank of England 
Notes, and to convert the notes into gold at the Issue De- 
partment. The gold, it is true, is actually paid out by the 
Issue Department, but the notes which give power to demand 
that gold are bound to come out of the Eeaei-ve of the 
Banking Department. Tho reason is that London bankers 
keep comparatively littlo cash on hand, but rely on their 
balance at the Bank to meet any exceptional demand. Con- 
sequently, the banker who is called upon to furnish the 
notes required for a large gold-withdrawal will be obliged 
to replenish his till by sending across to the Bank for more 
notes, so that the loss of legal-tender is thus ultimately 
borne by the Beserve, 

For the sake of illustration we will take a Return, that of 
September 7th, 1887, in which the proportion of Beserve to 
Deposits stands at about the normal figure, and assuming a 
gold -export ot say two millions to take place, and the 
b. inkers to have made up their balances at the Bank by 
calling in money from the brokers (who have provided 
it by borrowing at the Bank, causing a corresponding 
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I the Otlier Secarities), will see wliat changi 
thereby produced. 

The Return was as follows j 



Government DeW. ....£11,015,100 

Otlier Securities 4,734,900 

Gold Coin and BuUiori 19,037,015 
Silver Bullion 



Government 6ecuriticg.£14,042,742 

Other Securitiea 19,171,812 

Notes 10,074,(175 

Gold and Silver Coin. . 1,302,«73 



Proprietors' Capital , .£14,553,000 

licat 3,712,328 

I'ublio Deposits 4.231.743 

Other DeposiU 21,915,670 

7-day and otlier bills. . 179,361 

£44 592.102 



and after the ima^^nary withdrawal would appear thus :— 



e issued £32.8 



Capital and Beat ..£18.3 millions 



Securities i;ir).8 inillioi 

Gold 17 

£32.8 „ 

Securitiefl £35.2mUlioi 

Nof«s 8.1 „ 

Coin 1.3 „ 

£14.6 „ 



It is evident that the means possessed by the Banking 
Department to pay its cre^ditora in cash on demand have 
been reduced from ^ or 43J per cent, to |^ or S5| per cent.; 
but the Issue Department ia no worse off for the withdrawal) 
having simply performed the mechanical function of giving 
up against return of its receipts a portion of the gold which 
it was taking charge of on behalf of the public. 

The result of an export of gold ia thus shown to be a 
reduction of the Reserve, and a consequent falling-off in the 
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power of the Bank to pay ita debts ; and to this &ot is dne 
the great importance that ia attributed to the movemeuts of 
the legal-tender metal. 

IL 

While it will be readily admitted, seeing that the solrency 
of the Bank depends on the maintenance of an adequate 
caeh-balanoe, that the strength of the till is a matter that 
intimately concerns its creditors and stockholders, it may 
seem that, to the baainess community generally, the qnestion 
of a greater or less Reserve, except in so far as it affects the 
yalae of money, can present little direct interest, 

Afl a matter of fact, however, the stability of the Bank of 
England concerns every banker and merchant in the King- 
dom; and it is no eiaggeration to say that, if the Besei-ve 
were lost, this "nation of shopkeepers" would have to pat 
its shutters up. 

The explanation turns on the law of legal-tender. Ac- 
oordicig to taw a tender of payment (of any som above 
forty shillings) is not valid unless made in the current gold 
coin of the realm, or — what is the same thing — in Bank of 
England Notes. Every creditor, therefore, has the right to 
insist on payment ip gold. 

In all ordinary circnmstances trade-payments are effected 
by cheque, and this dormant right is all bat lost sight of; 
nevertheless, all our buying and selling, all our borrowing 
and lending, is based on the principle that debts are payable 
in gold. 

Now, the class of debts that exercises the greatest influ- 
ence over the state of credit is that owing by bankers to 
their customers, and these alone (to say nothing of the in- 
debtedness of merchants one to another) exceed by hundreds 
of millions sterling the whole stock of gold that the conntry 
possesses. The sum due on the 81st December, 1890, by 
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the Banks of the HTnited Kingdom, nnder the head of 
Deposit and Current AcconntB, was estimated by the Scono- 
mist, on the basis of the balance-sheets published by the 
joint-stock establishments, at, in round numbers, £650 
millions; while our whole stock of legal-teuder does not 
probably exceed £126 millions— tiz.: 

Gold Currency, estimated {at the outside) at £110 millions. 
Bank of England Notes issued against securities 16 „ 

£126 „ 

and of these £126 millions it is quite likely that half to two- 
thirds are in actual circulation among the public, leaving a 
balance of say £bO or £60 millions available for banking 
purposes. 

Of this fund the lion's share is held by the Bank of 
England, which keeps an average of £i3 millions in its 
coffers; and the remainder is scattered about among the 
tills of the hundreds of banks throughout the United 
Kingdom. For every pound deposited with the Bank of 
England, 9s. are kept in cash and lis. are invested in 
securities; bntif the above figures are approximately oor- 
rect, it follows that, for every pound deposited with other 
banks, less than 2s. is on the average set aside to meet 
withdrawals. 

This cannot be called a Reserve. The meaning of 
" reserve " is a fund set apart for use at an emergency — 
an extraordinary fund for extraordinary occasions — bnt the 
cash held by bankers is their till-money, the stock-in-trade 
necessary for their every-day transactions. What they 
regard as a reserve is something very different. The 
teaerve, properly so called, of a Provincial Banker con-" 
sists of readily convertible securities, such as Consols, &c., 
of money " at call " with the London brokers, of a credifr- 
• The aatimfttea Twy widely— from £70,000,000 npwatda. 
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balacce in the books of his London A|^nt, and in some 
cases of a balance ab the Bank of England as well. The 
same is true of the London banker. His aotnal reserve 
conaists, not of a store of cash locked up in his strong- 
room, bat of money at call, a balance at the Bank, and a 
bundle of secnrities. 

So long as the central fund holds out, these ireserres 
are of course jnst as good as cash, and are more easily 
managed than an accnmnlation of notea and coin ; bub the 
point is that thej are not actually cash, and that though 
the banks hare borrowed unheard-of sums, which they 
promise to repay in gold or notes on demand, they hold 
no gold or notes wherewith to pay, but depend on obtaining 
their supply, when wanted, from someone else. 

AJl of tbem without exception rely, directly or indirectly, 
on the Bank, and not one is able to meet an nnuBual 
demand for cash out of its own resources. Whenever or 
wherever such a demand may spring up it must fall on 
the Reserve. If trade revives in the North, and more 
gold is wanted to pay wages, the London Agent must 
supply it } if a banker in the South has reason to fear 
a "mn," and wants more notes to strengthen his till, 
the London Agent mast supply them. Bub the stock of 
cash kept by the London Agent is adapted only to his 
known requirements, and is nob meant to meet unforeseen 
demands; consequently he draws a cheque, and sends 
across to the Bank for the money. 

In America, if a banker accepts deposits, the national 
banking law insists that for every $4 lodged in his hands 
he shall set aside $1 in coin, or its equivalent; bat in this 
countiy the law takes no cognizance of a banker's duty 
in that respect, and leaves him at liberty to keep as much, 
or as little, legal-tender as he pleases. It forbids him to 
put forth a single note beyond the amount assigned to him 
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in 1844, bat is silent on the aabject of deposits ; and while 
the State-controlled liability to the public of all the banks 
in the United Kingdom (excluding the Bank of England) 
amonnts on their anthorised issue to £11 millions, their 
nncontrotled liability on Cnrrent and Deposit Aoconnts 
amounts to £350 millions. 

Practically, the whole of this vast snm is payable in 
gold on demand, bnt on the assumption that only a very 
small proportion will be asked for at any one time, bankers 
have locked np over 90 per cent, of it in bills of exchange, 
secmrities, loans, etc., and only the Bank of England 
pretends to keep np a large store of legal-tender money. 

The thirteen or fourteen millions of notes and gold 
lying in its vaults are therefore the ultimate and sole cash 
reserve of the whole country, and, if the Bank lost that 
reserve, neither the banks which depend upon it, nor the 
cnstomers which depend on the banks, would be able to 
keep their engagements. 

On it, in short, reposes the entire &brio of English 
credit. 

in. 

One of the most remarkable features of onr banking- 
system is the fact that the Bank of England — the guardian 
of onr only store of gold — while allowing that its business 
differs from that of other banks, and that it would be 
injndiciona to let the Beserve sink below what the direc- 
tors consider a safe point, holds nevertheless that the 
danger-limit depends solely on the character and extent 
of its own liabilities (quite apart from those of the bankers 
who have claims upon it), and has on no occasion either 
expressed the intention of keeping np a reserve of specie 
for the whole country, or acknowledged a sense of duty 
on that score. But, though unwilling to actually avow 
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responsibQity, the Bank, at tbe same time, is tinable to 
diaarovr it, and the promptitude with which, for many 
years past, it has always defended the Eeaerve from foreign 
asBaolt, eren at times when by so doing it was putting 
itself oat of the market, proves that it tacitly accepts the 
sitnation. 

The task that the Bank has to perform is no grateful 
one, however. The inteiests involved are in direct conflict. 
On the one hand are its etockholdere, always ready to 
point out that if less money were kept lying idle a larger 
dividend might be earned, and on the other hand the 
public, equally ready to maintain that, as the Bank payn 
no interest on deposits, it could very well afford to lay 
aside a larger proportion even than at present. 

On paper, this arrangement — or want of arrangement, 
rather — looks anything bat satisfactory, but in practice it 
works smoothly and well, and the businesB-world has 
leamt to place complete confidence in the Bank's manage- 
ment of the National Specie Reserve. 

It h^ often been suggested that the clearing-bankers, 
instead of lending their spare money to the Bank of 
England, might form a mntaal association, appoint a 
committee of management, keep their own joint cash- 
reserve, and share among themaelves the profit now 
accruing to the Bank. Bat bankers appear to view such 
schemes with indifference, and are quite satisfied to leave 
matters as they are. They have a motive for their dis- 
approval. In addition to knowing that their money is 
absolutely safe in the Bank's hands, and that the feeh'ng 
of responsibility (which though onconfessed is none the 
less felt), and a dislike of adverse criticism, will always 
restrain it from unduly economising the Beserve, they 
feel convinced — and this is the real inducement — ^that if 
events should ever again occur of a nature to imperil the 
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Bank's safety the Government would intervene to save it. 
They believe that, if another crisis ever happens, the 
Oovemment, if need be, will help the Bank, and, what is 
more to the point, that the Bank, if need be, will help 
them ; while, if they kept their own reserves, there wonld 
be no reason why either the one or the other should come 
to their assistance. 

The Government they consider would have no choice 
bat to help the Bank. Ab its balance is kept in Thread- 
needle Street, and a large part of its baaineHS transacted 
there, the stoppage of the Bank wonld throw the machinery 
of the State into ntter confasion : besides which, the Bank 
is the sheet-anchor of our national credit, and no ministry 
dare face the consequenceB of its failnre, which would.be 
almost as calamitous to the country as those of a civil war. 
Fast experience, too, sides with their view. Thrice since 
1844 has the Bank been on the point of closing its doors, 
and thrice has the Government stepped in to avert the 
catastrophe. 

Bankers conclude, therefore, that whatever else may 
happen at a future crisis, the Bank of England will 
weather the storm, and, by presenting it with their 
surplus in time of ease, they expect to establish a claim 
to its good offices in time of stress. 



IV 

During the ten years 1881 — 90 the Beserve kept by 
the Bank averaged jglS.l millions, but the fluctuations were 
wide, ranging from £9.2 millions to £19 millions. 

The figures (see Diagram) show a sharp rise in the March 
quarter, which is succeeded by an intermittent fall that lasts 
till the end of the year. Beoanse the Reserve declines from 
March onward, it does not follow, however, that it actually 
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becomes breaker, and to jadge fairly of its strength it 
moBt always ba placed side by side witb the varying 
liabilities against vbicb it is held, the abstract figures 
alone being no criterion.* 

On compaiison of the Beserre with the Deposits we 
find that the proportion rarely falls so low as 30 per 
cent., which is considered the minimum, or exceeds 60 per 
cent., and that the average is about 43 per cent. 

The influences that act on the Reserve divide naturally 
into home and foreign : — into demands connected with the 
internal circulation of euirency, and demands connected 
with the working of the foreign exchanges. 

Home requirements affect it because, as we have seen, it 
is the only lamp-sum in the country of unemployed legal- 
tender money, so that if more sovereigns, or more notes, are 
at any time required by the country to carry on its business 
they must of necessity come out of the Bank's coffers. 

Gold is employed chiefly in the payment of wages, and 
is also necessary for ordinary household expenditure, for 
railway-fares, &c. 

Notes take the place of gold : — 
(a) in cases where large sums must be held in cash : 

bankers' till-money, for instance ; 
{b) for payments of five pounds and upwards to the 

non-banking classes ; and 
(ti) under circumBtances in which, generally speaking, 
a cheque would not be taken. 

In two of these cases the demand for currency is liable to 
large expansion. More gold will be wanted if trade improves, 
because then wages rise, and more people find employment; 
and more notes will be wanted if, at any time, credit 
is disturbed, because then bankers naturally increase 
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their till-money. The result in both leases is the eatue : 
the BeBerre falls, and the Bank raises its rate to attract 
fresh supplies of gold from abroad. It will accordingly ha 
found that the Bank-rate, in those years in which business 
has been good, exceeds the usual ayarage, while the high 
rates of panic-years are notorious. 

The moTements of the note circulation have already 
been shown, and the opposite diagram displays those of 
the internal gold circulation. 

Again the chief feature is the movement in the March 
quarter, caused by the collection of the Queen's Taxes, 
which sweeps three million sovereigns into the Bank. 

On referring to the diagram of the Beserre, it will be 
noticed that May and November each exhibit a falling-oS 
of about a million, which is regained a few weeks later, 
and as the same temporary loss now re-appears in a more 
pronounced form, it is evidently due to some internal 
demand of a regularly recurring nature. 

To interpret the meaning it is necessary to go back to 
the Bank Acts. The legislation of 1844 applied only to 
the banks of England and Wales, but in the following 
year other measures were made law, which dealt with those 
in the remaining portions of the Kingdom. These latter 
Acts provide that, when the circulation of a bank in 
Scotland or Ireland exceeds a certain fixed sum, aoch bank 
shall hold at its head-of&ce the equivalent in goli^ of the 
excess-issue, which is to be taken on an average of four 
weeks ending each Saturday. The law does not in any way 
appropriate this gold to the note, and, in the event of a bank 
foiling, it would form part of the general assets. The object 
of the proviso is simply to prevent abuse of the power of issue. 
By Scotch custom all half-yearly payments, such as rent, 
interest on loans and mortgages, farm-servants' wages, 
» Silver may also be taken Into account to the eitent of one fourth of 
the gold. 
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&0,, are made dAe in May (WMtsontide term), and 
NoTember (Martinmas term)^ and as a great number of 
notes are then made nse o^ the circnlation of the Scotch 
banks stows a large expansion, wbioh must be cohered 
by gold. In order, therefore, to fnlfil the requirements 
of the lav, Borereigns are withdrawn from the nearest 
Branch of the Bank of England (that at Newcastle), and 
are retained until the oirculation oontracts to its normal 
level. 

As a rnle they are home irom their trip to Scotland 
in six or eight weeks, and so purely formal ia the 
proceeding that it is said the boxes are frequently 
retomed without having even been opened. 

By combining the gold circulation with that of notes, 
we obtain (see Diagram) the normal fluctuations of the onr- 
rency as a whole. 

How lately the internal ebb and flow accounts for the 
variations of the Keserve may be seen by comparing the 
two. The taxpayer provides most of the large amonnt 
that swells the Bank's store between New Tear's Day and 
Lady>Day, the Scotch withdrawals account for the drop 
in May and November, the requirements of the holiday 
season for the fall in August, and the payment of salaries, 
rent, dividends, &o., for the withdrawals at the torn of the 
quarter. 

As it is taken for granted that the state of the Reserve 
must be the main consideration that the Directors of the 
Bank of England have in mind when fixing their rate of 
diBCountj it will now be interesting to test this assumption 
by the fiwita so far ascertained, and to ask whether any 
connection is discoverable between the changes in the 
Bank-rate, and those fluctuations of the Reserve which are 
dne to home influences. 

The question is soon answered. Between the fiuctnatiooa 
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of the onrrencf and tliose of the average weekly Bank-rate 
(see Dit^^ram) it is at once Been that the correepondence is 
only of the most mei^^ descriptioD. 

And, after all, it is hardly reasonahle to expect that 
there ahoald be agreement. All the normal morements of 
the currency are so well known as to be matters of news- 
paper notoriety, and the foreknowledge deprives them of 
importance. The Bank knows, for instance, that gold will 
be wanted for Scotland at stated periods, and can therefore 
provide beforehand for the withdrawal. The market also 
knows it, bnt, being aware also that the gold is still in the 
ooimtry, and will soon be back, regards the ontflow with 
indifference. The same is tme of other cases, and it may 
be laid down as a rule that the ordinary movements of the 
onrrency, being foreseen, are provided for in anticipation, 
and rarely have effect on the Bank-rate. At the same time 
it must not be forgotten that, if an outflow for home 
requirements should happen to coincide with a demand for 
export, the effect of the latter will to that extent be aggra- 
vated; and in this connection it is worthy of remark that 
the panic of 1857 occurred toward the middle qf November, 
and that of 1866 toward the middle of May, just the periods 
when the Bank had been weakened by the Scotch with- 
drawals. 

V. 

From what we have seen it is evident that bnt little 
weight attaches to the periodical rise and fall in connection 
with the every-day work performed by the currency, and 
that SQch ordinary demands may be left to take care of 
themselves, their nature and extent being too well nnder- 
Btood to afford ground for uneasiness, or to call for corrective 



With extraordinary demands the case is different. When 
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credit is good, experience shows tliat the coaatry will use 
no more legal-tender than is necessaiy for its wants, and 
that the gold and notes taken for temporary purposes will 
retam to London as soon as thone temporary purposes 
are fulfilled. When credit is bad, on the other hand, there 
is no knowing how much additional currency the country 
may suddenly ask for, or how long it may keep it. If it 
asks for too much there will be a panic, because the 
constitution of the Bank is not adapted to bear an abrupt 
demand, and the Reserve may melt away before the 
measures taken to relieve it have had time to act. In any 
case there is sure to be a sharp rise in the discount-rate, 
as the Bank on such occasions takes vigorous proceedings 
to defend its stock, and to gain delay until gold can be 
attracted from abroad. 

The Bank Act, it will be remembered, assigns a limit- 
now £16,450,000 (January, 1892)— to the note-issue againab 
Secnrities, and prescribes that for every note issued beyond 
the limit gold must be held. As onr stock of gold is 
estimated at 110 millions, the total legal-tender currency, 
with which the business of the country has to be carried 
on, is about 126 millions, and this sum, under ordinary 
circumstances, suffices for all requirements. In one all- 
important particular tha Act is defective, however. It 
makes no provision for a sudden expansion of those 
requirements. A gradual expansion may be met by 
importing gold from other countries (the only method, 
since 1844, of increasing the currency), but the contingency 
of a sudden demand does not appear to have been foreseen 
when the Act was framed. 

When " credit " is good our stock proves sufficient, 
because, in practice, it is supplemented to an indefinite 
extent by the usa of cheques. But "credit" means belief 
—the general belief that he who promises to pay is able 
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to paf , or, in other words, that the (imtrer of the average 
«h?qae has enough money at his banker's to meet it'^and 
if events oocor of a nature to weaken that belief the 
effiuiency of instmments of credit will be impaired Cheques 
will then no longer pass oarrent, or, at any rate, not to the 
same extent as before, and bnsineBB men will revert for a 
time to the more primitive system of payment by note. 

The failnre of some great firm, or well-known bank, 
may, for example, cause merchants to become all at once 
suspicions of their neighbonrs' solvency. Each one asks 
himself who has been involved in the failure, and whether 
this man of that man is still safe, and until his doubts can 
be set at rest, determines that, as far as possible, he will 
avoid the risk of taking cheqaes, or, if he must take a 
cheque, that he will at least send at once to encash it. 
Bankers accordingly find that a great number of cheques, 
instead of coming forward through the Clearing House as 
usual, are being presented across the counter. Conse- 
quently they have to increase their till-money, and, in order 
to be on the safe side, they increase it very largely, making 
heavy inroads on the Bank's Reserve. 

The pressure of a London demand alone is sufficient to 
severely try the Bank's strength, but, to make the matter 
worse, it may, as in 1866, be aggravated by the demands of 
Country bankers, who, fearing that the shock to confidence 
may cause a "mn" on the part of their depositors, tele- 
graph to London for more notes. 

But perhaps the most striking e&ect of " discredit " is 
the sndden scarcity of " market money " that ensues. 
Bankers, by virtue of their calling, are at all times prone 
to mistrust, but the disturbance of credit caused by a great 
and unforeseen failure renders them abnormally suspicions, 
and they look askanoe upon every application for money, 
however Intimate. Besides, until they know what is going 
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to Happen, they natnrally deem it pradent to hnsbaiid their 
resoorceB, and the result is that they dither greatly restrict 
or totally BaBpend their nsoal loans and disoonnts, leaving 
their caatotnerB to Bhift for themselveB. In addition, too, 
they at once demand repayment t^ mnch of the money lying 
"at call" with the brokers, and as the brokers can only 
repay by borrowing elsewhere, a rash to the Bonk of Eng- 
land begins. 

The Bank being virtoally the only leader that remains, 
all who hare obligations to meet run there for money, and 
in most cases ask for more than they really want at the 
moment, in fear of not being able to obtain it when they do 
want it Under snch ciroamstances the magnitude of the 
Bank's advances is almost incredible. On a single day in 
1866 it advanced upwards of fonr millions sterling, and in a 
single week upwards of ten miUions^and that, too, not- 
withstanding a minimnm chaise of 10 per cent. 

A high rate appeu^ to have scarcely any effect in 
checking applications, and natnrdly so, for a merohant 
who has acceptances falling due in the morning miut 
have the money to meet them if he pays 100 per cent, 
for it. 

This heavy borrowing at famine prices has been a 
characteristic feature of every panic, and enables the Bank 
to do a good stroke of business, as is shown by the &ct 
that the dividend for 1866, 11} per cent., (against an 
average of 9f per cent, for 1856 — 66), is the highest from 
1806 to the present time. Bat while swelling the Bank's 
profits it also endangers its s^ety, for a large proportion 
of the sam borrowed is carried off in cash, prodaciag tiiat 
rapid and alarming diminntion of the Beserve, which is 
the actual proximate canse of a crisis. Of the ten miUioni 
borrowed in 1866, nearly half was thus taken away. 

This is not a case of a "ran," saoh aa other banks are 
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subject to. The depoBita instead of decreaeing actually 
increase, and it is because the public mistrust each other 
that they demand notes, not because they miatrnst the 
Banking Department. 

As the fall of the Eeserre is thus directly attributable 
to withdrawals in connection with the fresh loans, it may 
perhaps be thonght that if the Bank refused to grant 
applications it could keep its ReserTe, and prevent a panic, 
Bat the Bank most lend ; it has no choice. If it refused 
to do so, the brokers, who are the chief borrowers, could 
not possibly repay the bankers, ajid the latter would be 
compelled in self-defence to draw ont their balances; a 
measure the effect of which would be to bring on an imme- 
diate crash. 

When it becomes known in the City that the Beserve is 
ronniag low, and that the Bank may soon be perforce com- 
pelled to stop lending; when merchants realise that unless 
more money can be found to-morrow they will be rained; 
and when bankers, in an agony of dread lest their cas- 
tomers should take fright, are praying for closing-time ; 
—then the height of the panic ia reached, and the general 
anxiety culminates in a few hours of mental suffering that 
are long afterwards remembered as the "crisis." 

There is but one remedy, and that an obyious one. The 
Bank Act must be saspended. Aa it is evident that more 
notes are urgently wanted to replenish the Beserve, and aa 
more notes cannot legally be created, except agiunsi a 
deposit of gold, — which it is impossible to obtain at a few. 
hours notice, — the strict letter of the law must be disre- 
garded until the gold has had time to reach us. The spirit 
of the law is that the issue shall adapt itseU to the wants 
of the country, and, if those wants suddenly and without 
warning expand, there is no sense in retaining the fixed 
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The Directors of the Bank accordingly lay a statement 
of the facta before Government, and the Miniaters (who, of 
course, have no more power than anyone else to override 
an Act of Parliament) undertake in response to promote a 
Bill of Indemnity if it shonld be foond necessary to break 
the law. 

It may be asked why, if this step is snre to be taken— 
and everyone feels convinced that it will be taken before 
matters come to the worst — why there is ever a crisis at 
all, and why people should lose their self-possession. The 
reason is, firstly, that merchants who are in imminent 
danger of stopping payment cannot possibly keep cooli 
and, secondly, that there is always some amount of nnoer- 
tainty as to the delay that may precede the suspension of 
the Act. It is uncertain whether the Directors will take 
action in time, uncertain whether red-tapeism may not 
cause a hitch somewhere, uncertain whether the Reserve 
will hold out until relief is given, and so on, and it is this 
leaven of uncertainty that does all the mischief. It was 
even asserted after the last crisis that, if the responsibility 
of overstepping the limit had rested with the Directors, 
conditionally upon their applying afterwards (instead of 
beforehand) for an indemnity, people's minds would have 
been at ease, and everything would have passed off quietly. 

TL 

Since the passing of the Bank Act in 1844 there have been 
three " crises," those of 1 847, 1857, and 1866, and on each 
occasion the Directors of the Bank have received on appli- 
cation a Letter of License from the (Sovemment of the 
day, authorizing them to increase their issue of notes upon 
securities. In 1857 the Bank at once availed itself of the ' 
authorization, but in 1847 and 1866 it was not found 
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necessary to do so, the knowledge on the part of the public 
that the limit had been removed having the effect of quieting 
the feeling of panic. 

The crisis of 1857 was brought abont by a demand for 
gold for Scotland, where the failure of two large banka had 
led to a mn on others. Unfortanately, the drain fell on a 
Reserve that had been suffered to mn down to the low 
figure of iG2f millions, though the average of the five previous 
years had been kept up to £8^ millions. On the night of 
the 11th November it bad fallen to £1,462,000, and on the 
following night to £581,000, The Directors then appealed 
to the G-ovemment for aid, and at midnight a letter was 
addressed to them by the First Lord of the Treasury, 
and the Chancellor of the Exchequer, stating that "if 
they shonld be nnable in the present emergency to meet 
the demands for discounts and advances upon approved 
securities without exceeding the limits of their circulation 
prescribed by the Act of 1844, the Government will be 
prepared to propose to Parliament, npon its meeting, a bill 
of indemnity for any excess so issued." 

Within twenty-four hours the Reserve was gone, and the 
law had been broken. 

The effect of the letter being to remove the arbitrary 
limit placed by the Act on the fiduciary issue, which at 
that time amounted to £14,475,000, all that the Bank had 
to do was to transfer a parcel of Government Securities 
from the credit of the Banking Department to that of the 
Issue Department, to issue notes' against the same, and to 
pass the notes into the Beserve. 

The next Return that appeared, that of Wednesday, 
18th November, 1857, is interesting as being the only one 
that shows an actual infringement of the Act; for, though 
the excess-issue of two millions was retained for some time 
sfterwards as a precautionary measure, the Reserve in the 
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following weeb had riseii to £2^ miUiooB, and tlie Banking 
Department was therefore in a position to cancel the loan. 
The Itetom w&s as follows : — 



Notes Issued £22,554,595 GoTemment Debt . . , .£11,015.100 

N.B.-Ot whloh two milUoon m itiued Other SeouriHos 5,459,900 

imd«tl»«uUiorilvo( th«l«t,tar(rom Gold Coin and Bal]ioil . 8,079.695 

the Flnt LoTdoriheTreHuiyudttae di" t>_iii 

ChsDoeUoi ol Ihe aiohoqudr. SaTer Bumon 

£22,564,696 £22,554,596 



Piaprietora' Capital ..£11,663,000 Gorenunent Securities. £6,407,134 

Beet 3,433,500 Other SecntitieB 30,299,270 

PnbHc DepodtB 6,483,881 Notes 1,148,185 

Other Deposits 13,959,165 Gold and Silver ooin . . 404,501 

Seven Day AotlLei bills 829,544 

£33,259,090 £38,269,09o 

As soon as it hecame known that the restriction had 
been removed, matters began to mend. Discoant hunses 
being able to obtain a plentiful snpplj of money from the 
Bankj at once began to grant liberal accommodation to 
their oustomers, and the orisia of 1857 was at an end. 

The saBpension of the Act, it is to be observed, in no 
way interfered with the principle of conveffcibility, and the 
Bank remained under precisely the same obligation as 
before to pay its notes in gold on presentation. 

The panic t^ 1866, which is still well remembered by 
many bnsinees men, was precipitated, if not caused, by 
the downfall of Overead, Oiirney and Oo., a great firm of 
bill- and disoonnt-brokers, whose name was almost as well 
known throughout England, and, indeed, throughout 
Enrope, as that of the Bank itself. To be "09 rich as a 
Gnmey " denoted fabulous wealth, and the announcement 
of the failure created universal consternation. Country 
bankers, fearing the effect that the news might have on the 
minds of their customers, telegraphed at once to their 
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London Agents for notes, or ran up themselves by the next 
express fco fetch them. In many instances these fears were 
only too well jnatified, and the safety of nuineroTis banks 
was imperilled by the large withdrawals that took place. 

Again, as ill-luck woold have it, the Reserve stood at an 
exceptionally low point. Trouble had been brewing between 
Aoetria and Ttaly, and there had been an export of gold to 
the latter country. The usual Scotch withdrawals had also 
taken effect. On the evening of the 9th May the Beserve 
amounted to £5,800,000, against an average for the five 
previona years of over eight millions. On the 11th ("Black 
Friday"), the day of the failure, £2| millions were drawn 
ont in notes, and at the close of business the Directors 
estimated that the available stock of cash in London and 
all the Branches was down to £3 millions, a sam which, 
it was believed, would be wholly swallowed up in the morn- 
ing. It was therefore deemed advisable to submit the facts 
witbont further delay to the consideration of Ministers. 

At once a reply was returned, signed by Earl Russell and 
Mr. Gladstone, saying that if "the Directors of the Bank of 
" England, proceeding upon the pradent rules of action by 
" which their administration is nsually governed, shall find 
"that, in order to meet the wants of legitimate commerce, 
" it be requisite to extend their discounts and advances 
" upon approved securities, so as to require issues of notes 
" beyond the Jwnits fixed by law, Her Majesty's Qovern- 
" ment recommend that this necessity should be met im- 
" mediately upon its occurrence, and in that event they will 
" not fail to niake application to Parliament for its sanction. 
" No BQch discount or advance, however, should be granted 
"at a rate of interest of less than ten per cent." 

All fear of an actual collapse was now removed, but it 
was long before the country recovered from the fright. 
Bank-rate had to be maintained at 10 per cent, until the 
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middle of August— a period of tihree months — and it was 
not until the end of the year that the Circnlation contracted 
to its normal level. 

The leading items in the Bank-Returns varied as follows : 



Othw SecurlU« 



9tli Moy . . 

ll'ltll „ . 

23rd „ . 
30th „ . 
Bt.hJune . 



£22.3 millions. 



£13.5 niiUiona, 



The lesson taught by the events of 1866 speedily .bore 
fruit. Recognizing the fact that a substantial Reserve is 
the one great safeguard against a recurrence of panic, the 
Bant increased its till from eight to twelve millions, and 
has since raised it to an average for the ten years ending 
December, 1890, of above £13 millions. 

After a failure of credit comes the sequel, namely : stag- 
nation of trade, and cheap money. 

As merchants will no longer trust each other so far aa 
before, they give smaller credits and transact less business. 
Capital goes " on strike," aa it were. Consequently, fewer 
bills are created j aud as bankers distrust bills generally, 
and will take none but the best, the supply of money quickly 
overtakes the effective demand, and rates fall away. 

After the disaster of 1866, Bank-rate dropped steadily 
from ten per cent, to two per cent., and remained at its 
minimum for the protracted period of sixteen months. 
The minor catastrophes of 1875 and 1878 were also followed 
by low rates, and, in fact, the lowest averages of the twenty 
years, 1869-88, are those of 1876 and 1879, whilst the 
average of 1868 is the lowest since the date of the Bank 
Act (see Diagram N"o. 1.) 
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If our internal reqairemente for cnrrency pnrposeB were 
the only consideration that need weigh with the Bank in 
determining the price of its loans, it is probable that in 
normal times the advertised rate conld be maintained at 
an almost permanent figure, and that changes would occur 
only rarely and under exceptional circumstances. 

But the Eeserve has to fulfil a double fnnction. In addi- 
tion to being the only stock of currency that is available 
for home use at an emergency, it is also the most readily 
accessible store of gold to be found in Europe, and is 
peculiarly exposed to foreign demands. 

Whenever a foreign nation happens to want gold, whether 
to strengthen bank-reserves, for coinage purposes, as back- 
ing to a note-issue, or for any other purpose, the quickest 
and least troublesome way of obtaining it is to buy bills on 
London, remit them here for discount, turn the proceeds 
into Bank of England Notes, and cash the notes at the 
Issue Department. 

Hoards of gold have also been accumulated by the State 
Banks of Prance, Germany, and other conntries, but these 
banks have no mind to surrender without a struggle that 
which it has cost them so mnch tronble to get together, 
and they usually succeed in opposing such obstacles to an 
export-demand as to turn it effectually aside. 

Here it is different. Our store is open, without let or 
huidrance, to all the world : and no item of the " money- 
article " is more familiar than the announcement that gold 
to such and such a value has been taken out of the Bank 
for shipment to New York, or to Buenos Ayres, or to 
Portugal, and so on. 

These movements are of the greatest importance, as their 
influence on the Beserve is direct and immediate. Every 
export diminishes the p3wer of the Bank to pay its debts ; 
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and if tbe outflow rednoes, or threateDS to rednce, the 
Reserve below safety-point, the rate will have to be raised 
in order to eheck the efflux and to attract gold from other 
qiiairterB. To a great extent, therefore, the Bank is gnided 
\)y the general tendency of these movements in the adjust- 
ment of ita rate of diacount ;* and, aa other dealers antiei- 
paf e its probable action by advancing tbeir quotationa when 
gold is going out, and lowering them when it is coming in, 
the price of money may in many cases be said to depend 
on the ability and will of other nations to deprive us of 
our stock of gold. 

The Bank's transactions in bullion are so large and so 
frequent as to constitute an important part of its business, 
and the gold held by the Issue Department to provide for 
the payment of its notes is largely made up of bars and foreign 
coin, which are in constant demand for export purposes. 

With regard to bars it has already been stated that the 
Bank buys at the price hxed by A.ct of Parliament of 77/9 
per ounce standard, and sells at 77/10^, raiaing the selling 
price to 7T/11, when the strength of the demand justifies 
an advance. 

Foreign Coin is dealt in on the same principle. As 
English standard gold is 22 carats fine, that is to say, 
tontains 22 parts pure gold in 24, while the standard of 
B'rench, Q-erman, Ameircan, and most other gold coin is 
nine-tenths fine,'' the equivalent buying price for the latter 
should be 76/4 per ounce (s = h = ■ 77s. 9d. : 768. 4d.) 
This assames that the foreign mints work with absolute 
exactness, but allowing one-half per mille for posatble short- 
comings in this respect, we get 76/3i, which is the rate 

* The rate of dieconnt, said the Qovemor of the Bank In 1884, 1b changed 
" ' I piupoie oqIt — the puTpose of keeping the leserre fund at a proper 

Only Eujclaud, Russi^ and Fortogal employ the pniportion of eleren- 
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the Bank asaally pays. If the coin bought at thia price 
had actually to he melted and re-minted, the purchases 
would show a loss ; hat there is no necessity to send it to 
the Mint, as it is sure, sooner or later, to he wanted again 
for export, and the Bank need only lock it np nntil it 
is asked for. The selling price is Sd. or 3^. per ounce 
higher, equal to a profit of ahont ^ per cent. If a run is 
made on any particular coin, such as Napoleons, or 
American £agles, the Bank can stay the outflow for a 
time by putting another penny on the price. Thos, sup- 
posing that ill just covers expenses to take Napoleons from 
the Bank when the French exchange stands at 25.17i, and 
the price at 76/6^, then an advance of a penny would stop 
the export nntil the exchange had receded to about 26.15. 

Though a change is now and then made in the selling 
price of coin, the rate at which the Bank buys is practically 
fixed. It has been pointed out, however, that if a little 
more could be offered at times when it was desirable to 
attract gold hither, the advance in price would produce a 
more certain and more direct effect than that of an advance 
in the Bank-rate, which, at best, is bat a roundabout way 
of inducing imports. As it is probable that the Bank never 
has to melt its foreign coin, it would cause no actual loss 
to pay Id. or 2d. more per onnce, though of course it would 
reduce profits. On the other hand, there is no article in 
the world that responds so readily to a paying demand as 
gold, and, frequently, a slight rise in price would make all 
the difference between profit or no profit on an import.' 

For the ten years 1881-90 the average result of the 
movements to and from foreign countries was as shown in 
Diagram No. 10, and, for purposes of comparison, the actual 
f uctuations in the Bank's stock of gold are also displayed. 

■ In Maj, 1891, ths Bank raised ita bujing ptlce foe Americait gold coin 
to 78/6i per ounce, and the meaaure met with complete toccssb, very large 
ehipmenta being at once made to ns from New York. (See Nta I'ltrli 
Financial Chromtle, May, 1891.) 
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It is seen that in the spring our commercial and banking 
transactions with the rest of the world leave a balance in 
onr favonr, which is remitted to rb in gold, but that in the 
autumn, when we are importing and paying for oar share 
in the world's haryest, the balance tome against as, and 
tbe gold ebbs away. A reference to the average Bank-rate 
(Diagram No. 9), will show how closely the latter sympa- 
tbizes with these moTements. The year opens with gold 
at its lowest, and the rate at its highest. As the metal 
flows in, the rate gives way ; flood-mark is reached aboat 
Midsummer, and then comes the reflux, which is held in 
check by again raising the rate. 

In order, however, to make the connection clearer, the 
foreign gold movements for the ten years" are in the next 
following Diagram placed side by side with those of the 
Bank-rate for the same period, and, on inspection, it is 
clear that we have now found a cine to the latter. As the 
metal comes in, so the rate falls; as the metal goes out> 
so the rate rises ; and, taking one year with another, it 
may safely be said that a net gain to the Bank of a million 
from foreign imports corresponds to a one per cent, drop 
in the rate, and a loss of that amount to a one per cent. 
rise. 

To exemplify this principle in greater detail we will take 
the movements (see Diagram No. 13) that occurred in the 
year 1887, which opened with a stock of gold of £19,300,000, 
and a 5 per cent. rate. 

By the end of April the Bank had gained three millions 
from foreign imports, and had reduced its rate by three 

* It is necessary to obBerre that the gold movemeDta hare shown Include 
the import of about £5 miUious, which the Bank obtained from France, 
Buasia, and eleewbere, in the latter half of Norember, 1890. This produces 
a diBtiubing effect on the gold-line, and, beinR an altogether excGptional 
operatiaQ, ought in BtrtctncBS to be eliumiBted. B7 deducting £500,000 
from the end of November onward, tlie two corves are brought mote into 
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per cent.; by the end of Angost this gain bad been reduced 
by two millions, and the rate laiaed by two pet cent.; and 
from then to the end of the year the rate remained sta- 
tionary, and importa abont balanced exports. Thus a gain 
of three millions corresponded to a &11 of three per cent., 
and a loss of two millions to a rise of two per cent.; while 
during the period in which the Bank neither gained nor 
lost no change was made. 

It may be taken for granted, then, that the statistics of 
the Bank's gain or loss of strength from the gold sent into 
or oat of the oonntry form the best groundwork on which 
to base a forecast of the fntnre cooFse of the market ; bat 
at the same time it mast not be assamed that the connec- 
tion is always so close and dear as in the instance given. 
Due allowance mast also be made for other influences, snch 
as the general condition of the markets, the state of trade, 
the political oatlook, &c., all of which are considerations 
that the Directors, doabtless, take into accoont before 
deciding on a change of rate. 

Bat, on the whole, the broad principle to be kept in 
view is this, that if the country is losing gold, the necessity 
of defending the Beserve will compel the Bank to raise its 
rate ; while, on the other hand, tfae necessity of earning 
a diridend for its stockholders will indace it to lower it 
again as soon as practicable, in order the better io compete 
with its rivals in the loan market. 
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CHATTER YTIT. 
THE FOREIGN EXCHANGES, 



An enquiry into the diverse influences that tend to the 
enhancement or to the depression of the loan-valne of 
capital would he wanting in completeness unless it included 
some attempt to investigate the canee of those movements 
to and fro of gold, which prove, as we have seen, to be 
the most potent factor in the determination of its price, or, 
at any rate, of its price as indicated hy the advertised 
discount-rate of the Bank of England ; and to this end we 
now turn to the subject of Foreign Exchanges, nnder whicln 
general hut indefinite designation are classed all thosel 
transactions which have for their object the transmission! 
of capital from one country to another. j 

In its elementary form international trade consists simply 
of an exchange of commodities. To facilitate settlement, 
however, each country expresses the value of its exports in 
gold or silver — "the common denominators of exchange" — 
and liquidates its foreign dealings by means of bills of ex- 



tTust as the payments to be made and received in the 
coarse of onr home-trade are balanced against eiich 
other by an interchange of cheques in the Clearing- 
House, so the payments that have to pass between different 
GOimtries in settlement of foreign transactions are balanced 
against each other by an interchange of bills on the 
various Bourses, or International Clearing - Houses. 
Those who have exported goods to other countries 
go there to sell their drafts, and thus obtain pay- 
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ment, and tl^ose who have imported goode from other 
countrieB go there to buy remittances, and thus make pa;- 
moot. 

Now, if the dream of an international onrrenoy should 
ever be realized, and if on a given day the demand on 
'Change for bills on, let ns say, Germany, were just equal 
to the supply, then 100 onits of currency would buy a bill 
for 100 units, and exchange wonld be at Par. 

The expression "Par of Exchange" means an equipoise of 
the exchanges, and indicates a condition of affairs in which 
the demand for and supply of bills balance each other. 
Whenever bhey so balanced, exchange would be visibly at 
par; and conversely, whenever the exchange between any 
two countries stood at par, we should know for certain that 
their claims on each other were equal. This supposes t'.ie 
existence of an international currency; hut, as different 
countries assert their independence by employing different 
systems, the exchange does not in practice take so simple a 
form. Nevertheless, it is still true that if the supply of bills 
on, say, Germany fits the demand, the exchange (which in 
this instance is expressed as the nnmber of Beichsmark thnt 
are given for £1 sterling) must be at par. The difficulty is, 
however, that we have no means of ascertaining whether 
and when demand and supply do so balance; and conse- 
quently it is impossible ever to know what the trus Par of 
Exchange between England and Germany, or between Eng- 
land and any other country, really is. 

As a substitute for this ideal Par, cambists have adopted 
what is known as the Mint Par of Exchange. This is, 
obtained by establishing a comparison between the our-; 
rencies of the oonntries concerned, based on the weight and 
fineness of precious metal contained in their respective; 
standard coins. The relationship, for instance, existing 
between the English sovereign and the French franc de- 
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pends on the Mint BegulatiouB of the two coantries, which 
ordain that i— 

(a) 480 onncea TT07 of Gold, ^ths fine, shall be 

coiaed into 1869 Sorereigns; 

(b) 1000 grammes of Gold, ^tha fine, shall be coined 

into 155 KapoleonB (of 20 &ano8 each). 
Giren that 1 oz. Troy is equal to 31.1035 grammsB, ws 
ask 

How many francs ^ 1 sovereign f 

if sovereigns 1869 = 480 oz. Gold, IJtha fine, 

if onnoeB Standard 12 ... = 11 oz. Fine Gold, 
Ditto 1 ... = 31.1035 grammes, 

if grammes Fine Gold 900 = 3100 francs: 
and obtain the result 

480X11X31.1Q35X3100 ._„, „.„ 
1869X12X900 — ^a-i^lO- 

meaning that the same quantity of pnre gold ia contained 

in one sovereign fresh from the Mint as in 25^^ francs 

(basing their Value on that of the Napoleon). The Mint 

Par between England and France is therefore 

25.22 francs for £1. 

{ A Mint Par can only be established between countries 

' that employ the same standard of value. It cannot be fixed 

! between a country with a gold standard and one with a ' 

'. silver standard, because there ia no fixed ratio between the I 

' value of an ounce of gold and that of an oonoe of silver. ; 

The value in England of an Indian Rupee, or of a Mexican 

Dollar, is determined by the price of silver in the London 

market; and the value of a sovereign in India, by the price 

of gold in the Calcutta market. 

The Mint Par, again, is not afiected by deficiencies of 
weight or fineness in the standard coin, of by the charges 
made for coinage, &c. It is pretty certain that 1550 average 
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NapoIeoDS wonld not lifb the scale at ten Kilogrammes <« 
1869 BOTereigns at 480 onnces, but the difference does not 
affect the Mint Far, which, being purely theoretieal, is 
concerned only with the theoretical weight and Sneneea, 
aad IB therefore onalterable. 



n. 

"When oar claims on another country about equal theirs >, 
on OB, the ones pay for the Others, and exchange is at par. 

But it can only very rarely happen that there exists 
anything like an equivalence of claims. Almost invariably 
the bills " cleared " on 'Change mast, and do, leave a [ 
balance against one country or the other ; and it is this i 
fluctuating balance that affects the exchange, and produces 
the constant oscillations of the rate. 

If, on a given day, the balance of indebtednesB between 
England and France Bhould be against England, that is-^ , 
to say, if we have to pay more to France than France has ( 
to pay to us, there will be competition on 'Change for the ) ' 
bills on offer, and the price will naturally rise. Those who 
li;we to make remittances to France will have to either bid 
more for bills than their par value, or go without. The 
intrinsic value of 100 sovereigns is 2,522 francs; bat buyers ' 
will have to pay more than ;£100 for a bill of 2,522 francs, ^ 
and, if France had the same carrcncy that we have, wonld ' 
have to pay more than £100 for a bill of ^100. In other 
words, bills on France will be at a premium. 

To beginners, the question of a premium on the exchange 
usually appears to be a stumbling-block. They readily 
understand that a bill may be worth less than its face-valae, 
but how it can ever be worth more they fail to see. And 
yet the principle is quite familiar in every day life, though 
it presents itself onder a different aspect. Suppose, for 
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instance, foa wiah to Bend a Borerei^ to your yoang 
brother at school, how will yoa manage itf Probably 
either by buying a Postal Order, for which yon will have 
to pay ] Jd., or by sending the coin itself, and paying 2d. 
registration fee. Such being the case, what is the charge 
of 1 Jd. bat a premium on the exchange f Because it would 
cost 2d. to send the coin, you prefer to give 20/1^ for a 
bill of 20/- ; and, on the same principle, a merchant who 
has to remit £1000 to Paris will pay more than £1000 for 
a bill, rather than go to the expense of sending gold. Of 
course, if it cost 10/- per cent, to traoBmit gold to Paria, he 
will not pay more than 10/- per cent, premiam on the bill. 
Nor would yon give more than 2d. for the Postal Order. 
In the one case as in tbe other the premium cannot ase 
beyond the coat of remitting coin. 

Assuming, then, that the balance be against us, bills 
on the other country concerned will be in request hore, 
and will go to a premium. But because the quantity of 
paper tendered for sale on 'Change falls short of the 
demand, it by no means follows that some of the intending 
buyers will have to return empty-handed, or that the 
exchange will at once leap to the gold-moving point. 
Bills, like most other things, are always to be had at 
a price, and, if the amount on offer is inadequate, the 
broker who has buying orders to execute will apply to one 
of the "Foreign Bankers," or bill merchants, who are 
always ready to draw on their Continental oorrespondeatR 
to any amount that may be required : but, as the Foreign 
Banker will only draw at a rate that covers all expenses 
of a counter-remittance, together with his correspondent's 
oommiaaion, if any, and some remuneration for himself, 
the price he charges will of course be above par, and 
will go a long way towards fixing the price obtainable by 
other sellers. The actual extent of the rise will depend on 
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the equation of two forces: the strengtli of demand oa 
one hand, and the competition of other bankers on the other. 
Although the indehtedness of the individual is dischurged 
by the remittance of a banker's draft, that of the country 
OB a whole will remftin aa it was nntil the banker covers his 
correspondent. Either gold, or securities: or bills on other 
Goantries will serve this purpose, bnt under all ordinary 
circumstanceB bills of exchange form the cheapest and most 
convenient mode of remittance. The banker compares the 
rales ruling in the place to which he has to remit (which are 
telegraphed to him by his correspondent* on the morning of 
Exchange-Bay), and gives the preference to those which 
will yield the best retnm. If he has drawn on Germany, 
for instance, he may probably remit bills on Bassia or 
Austria, if on France, bills on other coantries of the Latin 
Union, and so on. This explains the tendency of the 
exchanges to rise or fall in gronps, and shows why an 
important advance in the price of bills on France is gener- 
ally (in the absence of special inflaences) accompanied or 
followed by a secondly advance in the prices of those on 
Belgium, Switzerland, and Italy. 

Ultimately, therefore, an adverse balance is discharged, 
for the time being, by transferring to the creditor-country a 
' portion of the debit-balance dae to us by other nations. 

Bnt snch u balance may last for weeks together, and 
every Exchange-Day bring with it a demand for bills, 
which can only be met by having recourse to the foreign 
bankers, who continne issuing drafts, and buying up other 
bills for cover. Of course, the longer this goes on the 
scarcer and dearer will these other bills become, and in 
proportion as the banker pays more for his remittances so 
he will have to charge more for his drafts. In the end 
sven — ^if the adverse balance is lai^e enough, or lasts long 
enough— other means of remittance may become so expen- 
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give that it will pay him better to cover his drafts by buying 
g^ld from the Bank of ^England at tariff-price, and shipping 
it to his correspondent, who will sell it to the Bank of France, 
or to the Beichsbank, as the case may be, at their tariff-price, 
and credit him for the proceeds. The price of bills is now 
said to have reached " Specie Point," and can go no higher 
(save in very exceptional cases, snch as the outbreak of war). 

" Specie Point," which demands particular attention, ia 
the rate of exchange prodaced by bnying gold in one 
country^ and selling it in another. If this operation coald 
be carried ont without expense. Specie Point would be 
identical with the Mint Par, which, as we know, is the 
ralne of a given quantity of gold expressed in different 
currencies. But an export involves charges. The metal 
mnst be packed, insured, and shipped, and, in addition, 
brokerage and commission may have to be paid. Deduct 
these charges &om the Mint Par, and yon have the rate at 
which gold goes out ; add them, and yon have the rate at 
which gold comes in. For instance, gold of the valne of 
£1000 is worth 25,220 francs ; but if we assume the inclu- 
sive cost of transmission to be i per cent., then the outlay 
necessary to produce 25,220 /rancs will be £1000 + J per 
cent., or £1006. This is equivalent to an exchange of 
25.09J, so that, if bills on France should rise in value to 
such an extent that £1000 will only purchase Fes, 25,095, 
exchange will have touched the outgoing Specie Point. 

It is obvious that the price of bills cannot rise beyond 
this point, for, rather than pay more, merchants would ship 
bullion themselves ; and gold, it mnst be remembered, can 
always be had at one fixed price of £3 17s. lOid. per oz 
English Standard. 

Unlike the Mint Par of Exchange, Specie Point cannot 
be fixed with exactness. All depends on the charges that 
have to be paid. One banker may be so situated as to havp 
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no brokerage or commission to pay, and, perhaps, by under- 
taking the operation on a large scale, may also effect a 
saving on the freight and insurance, and so be able to 
enatch a profit in cases where another banker, selling drafts 
at the same price, would not get his moUey back. The 
most we can say, therefore, is that while gold will inevitably 
be shipped when the exchange attains a certain level, there 
H also strong probability that it will begin to move much 
earlier j and, as a matter of fact, withdrawals are frequently 
announced when the exchange is as much as four or five 
points distant from the theoretical Specie Rate, 



ni. 

All business in Foreign Bills in this country centres uu 
tho Royal Exchange, where buyers and sellers meet twice a 
week, on Tuesdays and Thursdays. 

'Change is over about three, and immediately afterwards 
the leading brokers issue a Course of Exchange, or price- 
list of bills, of which the following is a type : — 



Belgium " 
Germany 

Italy' 

Uwitzerlsnd 

Petersburg 

Vienna 

Trieste 

Madrjii. &c 

Lisbon and Oporto 
Oopenhagen . . . . . 

Slockho^i 

New York 



Short 
3Mos. 
Bhort 
3 Mas. 



25.28S ^35.333 

25.46 -25.5U 

25.46i -25.51i 

20.3t> - 20.411 

20.49 -20-53 

12.1i -la.ig 

12.2s -lii.Si 

26.10 -26.15 

26.52i -25.57i 



= Francs and Centime for £1. 

ditto 

ditto 
BeichsmarkB aiul pfennigs tor £1 

ditto 
Florins and stiverB for £1. 

ditto 
Lire and centasimi for £1. 
Francs and centimes for £1. 
Fence for 1 Bouble, 
Florins and Kreufaers for £1. 
Pence for 1 Peso. 
Pence tor 1 Mlrei'. 
Kronors and ore for £1, ■ 

ditto ■ ' 

: Pence for 1 Dollar. 
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The London Kates of Exchange divide into two tjroapa. 
In the one the amount of foreign money is st&ted that 
exchangea for one pound sterling; in the other, the amount . 
of sterling that exchanges for one nnit of the foreign cur- 
rency. Most of the extra- European exchanges, such as 
New York, Calcutta, China, Brazil, Buenos Ayres, Chili, 
Peru, Mexico, &c., fall into the latter division, bein^ quoted 
in shillings and pence, bnt all the Continental rates, fvich 
the exception of Russia, Spain, and Portugal, are rendered 
in foreign money. 

On the Continent generally the rule obtains of stating all 
rates in the home-currency, like ordinary prices. This is 
the natnral and more simple method; hat the London 
system, although somewhat perplexing on first acquaintance, 
possesses the advantage of enabling easy comparison to be 
made between the rates current here and abroad. Paris, 
for example, quotes London in francs and i^entimes, and, as 
we quote Paris in the same way, it is seen at a glance 
whether and to what extent the rates differ. On the other 
hand, if it were the custom here to quote the Contineot in 
sterling, and if, while Paris gave the price of cheques on 
London as, say, 25,27^, wb priced Paris cheques at I5/9J 
for one Napoleon, it is obvious that the identity of the two 
quotations could not be established without calculation. 
It has accordingly become the usage to state the exchange 
here as it is stated abroad; and aa Paris, Antwerp, and 
Zurich quote London in francs, London quotes them in 
francs, while as Petersburg, Madrid, and Lisbon quote 
London in pence, we do the same to them. 

To this useful rule there is a notable exception. In the 
Course of Exchange it will be seen that New York is 
rendui'ed in pence for $1, notwithstanding the fact that the 
London rate in New York is always expressed in dollars for 
£1. There appears to be no reason for this departnre from 
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the nsnal practice, nor is any advantage gained by it, and it 
is to be hoped that the anomaly will some day be abolished.* 

Ho difSoulty need be experienced in dealing with a rate 
expressed in foreign money, if only the bearing of the rise 
and fall be clearly kept in view. In this case a rise of the 
rate is of conrae eqniralent to a fall in price, and a rise in 
price to a fall of the rate. The following report: — "On 
" Change to-day bills on Qermany and Russia were in 
" increased demand at advancing prices, while Austrian and 
" Spanish remittances were more offered," means that the 
■•" Gormftn and Spanish rates fell, while the Bussian and 
- ^ItralirtMi rates rose. I f T0P-h r7T Mllfi ffi Germany to sell 
you try to obtain as low a rate as possible, and, if you are 
buying, to buy as high as yon can. Heavy sales cause 
the exchange to advance; heavy purchases causeittorecedoT 

When a rate in foreign money rises above par, bills are 
at a discount, and when it falls below they stand at a 
premium; but, aa it would sound odd to say that the 
exchange had fallen to a premium, or risen to a diacounl,.^ 
these terms are in practice avoided, and we say instea'3 that 
the exchange has moved for or against us, or, simply, that 
it is higher or lower. , 

The expressions "favourable" and " anfavourable " 
exchange are also constantly met with. A favourable 
exchange is one that tends towards the incoming specie- 
point, and ia so styled because an inflow of gold produces 
an iucreased Heserve, and cheaper money. An nnfavonr- 
able exchange, cm the other hand, points to an export of 
gold, and dearer money. It will be found useful to bear in 
mind that all the Continental exchanges (except Russia, 
Spain, and Portugal), are favourable when above par, and 
nnfavonrable when below, or, in other words, that high rates 
are for us, and low rates against us. 

* Pet«rsbnrg and Madrid are bIbo exceptions. Both formerlj quoted 
London in pence, bat Petersburg now Btatee the exchange in roubles 
for £10, and Madrid in pesetas (banue) for £1. 
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IV. 



In explaining the Tlieory of the Exchanges it 'is ooiidn- 
ciT« to Bimplicit}' to dieregard at the outset the element of 
time, and to assume that an ordinary transaction takes 
the shape of an immediate payment in one country in 
order to receive the immediate equivalent in another, or, 
what amounts to the same thing, to assnme that cheques 
are in all cases dealt in. 

A glance at the Course of Exchange, which refiects the 
biiBinesB that actually takes place, will however dispel this 
idea. As a matter of fact the great majority of the 
quotations apply to hills of three monthB' currency, and 
the only Continental "cheque-rate" that we quote is 
Paris, though Germany and Holland are also given 
" short " (sight to eight days). The sight-exchanges often 
referred to in the Money Article are not London rates, but 
the quotations current abroad. We are not saying that 
cheques on other countries are not to be had here. A 
foreign banker will, if desired, draw " at sight " on 
Palermo, or Prague, or Cadiz, or almost any other town of 
- importance, but as there is no recognized quotation for 
cheques, the transaction is out of the ordinary coarse, and 
the banker " makes a price." 

In practice then we hear very httle in London of the 
sight-rate to which such prominence is given in theory, 
and the average exchange transaction consists of an 
immediate payment on this side in orQer to receive the 
equivalent abroad three months hence. Under these > 
circumstances it will clear the ground if we ask, in the 
first place, how the long rate is arrived at, and what 
relationship exists between the price of a bill at three 
months, and the price of a cheque. To state a case, say 
that I have made purchases in France, and the time 



n,s,t,..dDi. Google 



THE FOBEISN BZOHAKGES. 83 

having arrived for payment, have the choice between 
remitting a cheque, or a three monthB' bill ; if the cheque 
woald coat me 25.30 per £1, what ought I to pay for the 
bill ? Obviously the difference in price will mainly depend 
on the rate of interest ruling in France — not on the 
English rate — ^for either my correspondent will credit me 
for my remittance in three months time, charging interest 
meanwhile at French bank-rate on the balance due to him, 
or, as is more likely, he will discount the bill with his 
banker, and credit me at once for the proceeds. If bank- 
rate is four per cent, in France, the charge on a three 
months' bill will be one per cent., and I shall therefore 
expect to buy the bill one per cent, cheaper than the 
cheque, or at 25.55, The price I pay must also cover the 
expense of the foreign bill-stamp (J per nuUe), which 
brings the rate up to 25.66J. 

Another consideration will also influence me- I shall be 
mider liahUity on my endorsement nntil the bill ia actually 
paid, and the longer it runs the greater will be the risk. 
In three months time drawer and acceptor may have 
failed, or war vdghi have broken out. For this risk I 
must also be compensated by some allowaaee in price, 
which is of the nature of an insoranoe premium, and will 
be greater or less according to the standing of the other 
parties to the bill, and to the general state of credit. If 
I tax my chance of loss on that score at ^ per mille, the 
result will be that I shall consider 26.57i for a three 
months' hill as the equivalent price to 25.30 for a 
cheque. 

The long rate, therefore, i» baaed upon ike sight rate, 
fising and falling in agreement with it, and the amtmnt of 
its donation depends on, the rate of discount rvling in the 
eountrji upon which the bill ia drawn, and on the state of 
eredk. In other words, demand versus supply produces 
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the short rate, and demand verBas supply, plna interest at 
the foreign rate, prodaoes the long rate. 

It hence follows that vhile the short exchange cannot 
more independently of the long, the long exchange can 
and does move independently of the short. 

This clearly appears in the adjoined diagrams, in the 
upper of ^hich are given the three months' rate, and the 
cheqne-rate, on Paris dnring the year 1888, and, in the 
lower, the rariation between the two, together with its 
caase — the changes on the other side in the corrent 
disconnt-rate. 

Severting to the question of interest, there is another 
point to be noticed. In Paris, Berlin, and other centres, 
the market rate of dieconnt is nsnally below the official 
rate, as in London, and my Paris correspondent ought 
accordingly to charge me less than four per cent. If he 
charges only three per cent., while I can succeed in buying 
the three months' bill" on the basis of hank-rate, it will 
evidently cost me ^ per cent, less than I am supposed to 
be paying. But the seller of the bill is also well aware 
that discount in Paris is " below the Bank/' and will try 
to secure the margin for himself by selling, if possible, on 
the basis of the market-rate ; so that either the more 
pertinacious will get the better of the bargain, or we shall 
have to split the difference by taking the rate as Si per cent. 

In the Course of Exchange shown above Paris is quoted 
25.81^ (middle price) for cheques, and 25.47^ for three 
months. Discount at the Bank of France' was then 2^ per 
cent., and in the market two per cent. Adding to the 

(Siequerate 25.81J 

the Stamp duty, J per mille 1} 

and 8 mos. discount at 2^ % (the middle rate) 14^ 

we arrive at 25.46| 
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making the three months' bill at 25.47^ a trifle oheapBr 
than a cheque, as mi^t be expected. 

Germany and Holland are nsoally qaoted "short" as 
well aa *' long," but for the rest of Europe only the three 
months rates are given, and if we wish to know the approxi- 
mate sight-rate we mast look for the foreign quotations 
for cheques on London, which will be found, together with 
lihe discoont-rates, onder the telegraphic "Commeroial 
Intelligence " in the newspapers. 

It may be remarked in passing that, considering how 
close a connection exists between the long rate of exchange 
and the discount-charge of the country upon which a bill 
is drawn, it is somewhat surprising that no Course of 
Exchange published here should state the various bank- 
rates. In most of those issued abroad the exchange and 
the discount-rate stand side by side, but London brokers, 
for reasons of their own, do not appear anxious to give 
more information than they can help. 

Mention has been made of " the general state of credit " 
as a factor in the long-rate. To a certain extent this 
consideration must always influence the buyer of a bill, 
but it is only in rare cases that we can lay our flnget on a 
movement of the exchange that is distinctly due to dis- 
turbance of credit. The following instance wiU, however, 
illustrate what is meant. In January, 1882, there was a 
crisis in Paris, brought on by over-speculation, and many 
failures occurred. The London exchange on Paris moved 
as follows : — 



..» 


„... 


« Mf* 


™™. 


DlBcounl In PariL 


12t]i Jan... 

mh „ .. 

26th ., .. 
2iid Feb. . . 


25.26 
25.20 
25.13J 

25.15 


25.574 
25,55 
25.50 
25.53i 


38JC. 


5 per cent. 
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The margin between short and long increased, it is seen, 
from 82Jc. to 88jo,, althongh discount in Paris remained 
at the same figure. 

To quote another case, in April, 1885, news was received 
in London of an affray between Bnssian and Afghan 
outposts at Fenj-deh, and it waa believed for a time that 
England would be drawn into war with Easaia, The 
movements of the S months rate on St. Petersburg were : 

2nd April ... 24^ pence ... Dis. 6 per cent. 

7th „ ... 23J „ 

9th „ ... 21g „ ... „ 

and speak for themselves. 
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CHAPTER IX. 

THE FOREIGN EXCHANGES (CoHmtDED). 

I. 

CThe Foreign Exchanges, it has been well said, are the 
barometer of the Mone? Market. 

Between the price of London hilla, as expreseed in the 
current rate of discount, and the price of foreign bills, as 
expressed in the current rates of exchange, there exiete at 
times a close sympathy, — a fact of which we are frequently 
reminded in the Money Article, where, as in the following 
instances : — 

" On 'Change to-day bills were offered at higher rates 

" owing to dearer money." 
"Bates for money have a downward tendency, and, 
"as a consequence, the exchanges are moving 
"against os." 
"Owing to the advance in the New York Exchange 
" there has been a marked decline in discount- 
" rates daring the past week." 
reference to the position of the one constantly serves to 
explain a rise or fall of the othe^ 

Before disouesing the causes and import of this connec- 
tion it will be well to make sore that we understand what 
** is meant by saying that the exchanges have risen or 
fallen. In Diagram No. 14 we find the following move- 



ment in January :■ 



IHLlnPuU. 
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Here the sight-rate dropped fio., and as diacotmt in Fans 
remained nnohanged] the long rate was also marked dve 
points down. Clearly this vas a iaf\ of the exchange. 
At the beginning of May is a similar instance of a rise : 



+ 6Jo. 

But nov notice the following :- 



...25.42}.. 
...25.42}.. 



+ 12io. .. +1.8% 

If Paris were only qnoted long it wonld be easy to mistake 
this movement of the 8 months rate for a rise of the ex- 
change; but, as a matter of fact, there was neither rise 
nor foil, the advance in the long quotation being simply a 
widening of the difference between short and long, caused 
by the upward movement of discount in Paris. 

Here again is a case where the long rate, taken by itself, 
might lead us astray: — 

ISBt. I not. btnt. OhequtK Di>. In Pirift 

SndFeb. 25.45 25.25 2.6% 

16th Feb 26.45 25,271 2,2% 



+ 2*0. -4% 

As the cheque gained one per mille, there was a rise in 
the exchange, which ought to have carried np the long 
rate as well ; bnt a simoltaneons decline in discount also 
occurred, and as the two infinences happened to exactly 
balance each other, the 8 months price remained mialtered. 

It is plain, therefore, that a rise or fall of the exchange 
affects both short and long rates alike, but that while in 
the former case its force is always manifest, in the latter it 
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may be obaonred by the action of other influences to which 
the time-price is aabject. Gonseqaently, if only the long 
rate is available for reference, these other inflaenoes moat 
be eliniinated before we can safely say that a partienlar 
movement is dne to changes in the ratio between demand 
and supply. 

If " cheques " on other ooimtries were qaoted here, there 
would be no need to trouble about the vagaries of the price 
of 8 months paper, bot as the latter alone appears in most 
eschange-listB, and as brokers decline to make the price 
intelligible by stating the diecoont-rate upon which it is 
based, the study of the exchanges is attended by practical 
difficulties, which, if London qnotations were the only 
sources of information open to us, would render it almost 
unapproachable. Fortunately, however, there is an easy 
way ont of t^e difficulty, for we can always follow the 
variations through the foreign quotations for cheques on 
London given in Beuter's Telegrams. 

The relationship that has been referred to as existing 
between the fluctuations of the exchanges and those of 
money is of the nature of cause and effect, and the link 
that brings them into connection — the agency that trans- 
mutes a rise or fall in the price of foreign bills into a like 
movement of discount rates — is gold, the ebb and flow oi 
which, while regulating the action of the Bank of England, 
and, through the Bank, that of the market, is itself regu- 
lated by the demand and supply of means of remittance. 
As might be expected, it is when specie-point is within 
measurable distance that this connection is most apparent, 
but at all times some semblance of agreement is traceable 
between the respective price-waves, and it may be laid 
down as a general rule that discount tends to harden on a 
decline of the exchanges, and to weaken on an advance. 
Itising exchanges have thus come to be associated with the 
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idea of cheaper money, while &Uiag exchanges are re- 
garded with disforvoor as being the forermmer of a possible 
baUion-dxain and of its inevitable accompaniment — dear 
money. 

The principles that tmderlie a rise or ^1 are ander these 
oirenmstaiices the next sabject that snggests itself for 
enquiry. It is necessary, however, to premise at the out- 
set that as the international dealings of which the ex- 
changes .represent the settlement are too varied and too 
complex to be known as a whole to anyone, it is not pos- 
sible to assign every £actnation to its specific canse ; and 
that, thongh a knowledge of the principles that determine 
sach fiactnations is of great valae as a guidance, it is 
capable only of general application, and cannot be relied 
npon to solve the meaning of each particnlar rise or fall. 

For what purpose, let us first ask, are bills purchased, 
and why are there more bnyers in the market at one time 
than at another? The demand for foreign biUfl is a de- 
mand for means of remittance to foreign countries. Other 
vehicles for the transfer of capital are also procorable, but 
none so suitable. Gold, or silver, or securities, would serve 
the same purpose, but their use is impeded by the cosi of 
carriage and insurance, as well as by other drawbacks, and 
common-sense tella us that the least troableaome, and least 
expensive mode of sending money abroad is to buy and 
remit a bill of exchange. 

Such being the reason why bills are sought after, H 
follows that the greater the stream of outward-flowing 
capital, the stronger will be the demand- for bills, and the 
higher their price. On the other hand, if the inflow of 
capital exceeds the oatflpw, the price of London bills will 
be high abroad, and the price of foreign bills low in 
London. The position of the exchange is therefore an 
" ontward and visible sign " of the relative strength of two 
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Opposing Btreams of capital, which are inceBsantly flowing 
to and from the cotmtriea ooDcemed, and it is necesBBjrily 
alwt^t in favour of the country that is receiving money on 
balance. Thua, if the exch nge on Germany ib againsb us 
— or below par — or in favoor of Gennany — that fact is an 
indisputable proof that we are sending more money to 
Germany than Germany is sending to ub; if in our favour, 
or above par, it proves the contrary. 

Why people should wish to make remittances to other 
coantrifis admits of course of various explanations, but the 
most natural reason — the reason that first presents itself 
to the mind, — is that of settling a d.^t ; and it is accord- 
ingly usual to assign the place of honour as a regulator of 
the exchanges to international indebtedness. This, it need 
hardly be said, arises principally out of trade. The bulk 
of the bills drawn by one nation on another are created in 
connection with bnsinesB-transactions, and if we could 
analyse the contents of a banker's portfolio we should be 
pretty sure to find that the trade-bills preponderated in 
numbers, if not in amount. Likely enoQgh they would 
include most of the smaller billB, and most of those for odd 
sums. 

That the trade-demand for bills exercises great influence 
over their price there can be no question, but it is an influ- 
ence of which there exists no certain criterion. The Board 
of Trade, it is true, publishes the declared values of oar 
national imports and exports, and, as we must undonbtedly 
pay for the one, and be paid for the other, this information 
ought to he valuable as a basis of enquiry. It is obtained, 
however, in too loose a manner to be of much help, and to 
infer, because the Eetums of a given month showed an 
increase in our imports from Germany, or a falling-off in 
exports, that the German exchange was about to turn 
against us would, to a practical man, Beem an absurdity. 
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Even if the Board of Trade BetumB were strictly aconrate, 
they woold still need to be accepted with many reserrations. 
- In the first place there is considerable diversity in the 
terms on which mercantile transactions are based. The 
practice of " dating forward " may have for effect that 
goods exported in January only &11 to be paid for some 
months later. Other exports, again, are made "on con- 
signment," and are paid for only as sales are effected. 

Secondly, vast sums are drawn on London for goods 
which never tonch onr shores at all. As bilb on London 
are in miiversal demand, and as the names and standing 
of the great London accepting-bankers are univeraaUy 
known, a bill on London will, as a role, command a 
higher proportionate price than one drawn on a Conti- 
nental banker, and if an importer in Germany orders 
coffee from Bio, or cotton from New Orleans, he will, 
almost as a matter of course, and because it pays him 
better to do so, open a " reimbursement credit," in favour 
of the shipper, with a London banker. The consequence 
will be that, though the produce figures neither in our 
imports or exports, London wLU pay the exporting coimtry 
for it, and Germany will pay London, so that the Brazilian 
or American exchanges wilt, to that extent, be influenced 
against us, and the German for as. 

Then again, the interest due to us on the hundreds of 
millions that we have lent to other countries must be 
taken into account as a set-off in part payment of the 
commodities they send us ; and we have, moreover, a heavy 
bill against them for services rendered in carrying their 
wares across the seas. 

Lastly, the Board of Trade necessarily ignores the trans- 
actions in foreign securities. Poor countries are constantly 
borrowing from their richer neighbours. The Argentine 
Eepublic, for instanoe, exports Cedulas, as well as wool 
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and frozen mntton, and if we choose to bay them we muat 
pay for them. Year after year many millions of English 
mODey find their way to every quarter of the globe, for 
investment in railways, mines, pablic-works, big gons, &c., 
and every new issne helps to sway the exchanges. 

On the whole, therefore, we are forced to the conclusion 
that, owing to the many elements of uncertainty, and to 
the lack of information on essential points, the balance of 
actual indebtedness between this and other coimtries must 
remain an unknown quantity, and that, as we cannot 
correctly estimate its oaase, neither can we hope to predict 
its effect. 

n. ■<S-<A'»- . 

Though the relative strength of the London demand for 
bills on other countries to pay for purchases of produce 
and secuiities, as compared with the demand in those 
countries for bills on London to pay us for our manufac- 
tures, for interest, and for freight, &c., is the natural and 
original cause of variations in the course of the respective 
exchanges, there are cases in which the influence of re- 
lative indebtedness is dwarfed and even neutralized by 
another circumstance, which, bo far as European countries 
are concerned, frequently plays the leading part in regu- 
lating rates. It ia, in fact, almost possible to classify the 
exchanges on the basis of the influences by which they are 
mainly governed; and, if an attempt were made to carry 
out this arrangement, we should have them fall into three 
gronps, somewhat as follows : — 
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France. 

Germany. 

Holland. 

Belgium. 

Switzerland. 

Denmark. 
Norway. 
Sweden. 
United States. 

Italy. 
An stria. 
Spain. 
Portugal. 



Gold exchanges. 



Silver and paper 



(The relative valne 
of money, modified 
by relative indebted- 



Relative indebt- 



ChangoB in the 
gold value of the 
■currency - mediam, 
and relative indebted- 



Greece. 
India. 
Brazil. 
Argentine 
pablic, &e. 

It will be seen that the principal European ezehangea — 
those of the countries with which we have the most exten- 
sive relations, and with which we are most in touch — form 
a group by themselves, and are characterised by the fact 
that their variations are dependent not so mnch on relative 
indebtedness as on the relative value of money. This 
being a new Victor in the problem will require some pre- 
liminary explanation. 

In the wealthier conntries of Europe, where banking and 
credit are highly developed, and where the accumulation of . 
savings constantly tends to oatgrow the approved modes of 
investment, one of the distinctive functions of a banker is 
to take charge of his customers' spare money until they 
can £nd a profitable use for it : and the first principle of 
his basiness, or, rather, of this branch of it, is to keep the 
bulk of such money in a readily available shape. The 
resources must never be far out of reach. Convertibility 
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into cash, -without difficulty, without loss, and without 
delay, is the essential qaaJification of a suitable outlet for 
his funds, and to lock up in mortgages, ground-rents, 
produce-warrants and the like, money that might have to 
be repaid at short warning would be to imperil his safety 
and almost to invite disaster. 

In the whole range of interest-bearing securities there ia 
but one class, however, that can be held to possess this 
qualification in all points, and that is bills of exchange, 
which, if carefully selected, are as safe as any other 
investment, and are endowed, moreover, with the excellent 
property of tuming themselves into cash automatically, 
and at par. A banker who has plenty of good bills to 
depend upon can speedily gather together a large store of 
ready money in time of danger, by simply letting his port- 
folio run down without renewal. Accordingly, they are 
in general favour as a banker's investment, and in most 
CBsea form the backbone of the assets. This is tme not 
only of bankers in these islands, bat of those on the Conti- 
nent as well, though with this difference, that, whereas the 
British banker oonfines himself solely to London paper, 
his neighbour on the other side of the Channel stocks his 
bill-case with an assortment of foreign, in addition to home 
acceptances. 

Foreign bills as an investment are strangely neglected 
by English bankers. Whether it be that the teehnioalitiea 
that have to be mastered in connection with the business 
are the deterrent, or whether it be that insular prejudice 
regards them as misafe, it is hard to say ; bat there is 
certainly good reason to doubt whether any hanker in 
Great Britain, outside London, keeps a single Continental 
acceptance in his bill-case ; and even in London snob stock 
ae is kept is mostly, if not entirely, in the hands of the 
" foreign bankers." 
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On the GoDtinent the eass ib rery different. Not only in 
the Capitals, bnt in all the principal towns, bonkers hay 
and bold bills on other countries, both for the sake of the 
interest they yield, and as part of their regular stock-in- 
trade, and, other things being equal, naturally lay out 
most money in those which, for the time being, produce 
the highest return. The consequences are of the utmost 
importance, for if uiterest in this country rises above the 
Continental level, bankers and money-dealers in France, 
Germany, Belgium, Holland, &o., will at once begin to 
reduce their holding of home and other bills, by selling 
them, or allowing them to run off, and will replace them 
by London paper, producing a demand that may amount 
in the aggregate to many millions, and which almost 
invariably carries the exchange with it. In a like manner, 
if interest here falls below that level the exchange will 
recede as rapidly as it rose, because bankers abroad will 
get rid of their London bills in order to buy something 
more remunerative. 

It will perhaps help to render this investment-demand 
more intelligible if, at this point, we make ourselves 
acquainted with the exact manner in which interest is 
earned on a foreign bill, and alBo notice how the move- 
ments of the exchange affect the yield. Taking the 
quotations of the Paris exchange for 1888 (see diagram 
No. 14) let us assume that on the 1st March, when Bank- 
rate in Paris stood at 2^ per cent., and market-rate at 
2i per cent., and when the exchange was at 25.46^ long 
and 25.80 sight, you had laid out £1000 in a three months* 
bill on Paris for 

£1000 & 25.46}=Fo8. 25462.S0, due 1st June, 

and had sold on the 81st May at sight-rate, which 
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happens to have been again 26.30, as before. For your 
iElOOO you would rflceive back 

FCB. 25462.60 & 26.30=£1006 8s. 5d. 

■which IB equal (leftving stampe, Ac, out of consideration), 
to a little over 2} per cent, per annam, and Ib the exact 
rettum that waa in prospect when the operation was 
initiated. 
Now Bnppoee the pnrchase to have taken place on 

6th Jan, Paris bank-rate 8 %; Long exchange 26.68|; 
„ market-rate 2f%; Sight „ 26.331; 
£1000 a. 25.68i=Fca. 26597.50, per 6th April, 

and the Bale at the beginning of April 

Long exchange 25.42^; Sight exchange 25.?PJ; 
Fob. 25537.50 & 25.26^=^1010 17b. 9d. 

In this case the exchange fell, so that, beside the twenty 
oentimeB per pound received for interest, there wa,B a gain 
of 7i centimes on the rate, making a total yield of 27^ 
centimes for each pound invested, or over 4^ per cent. p.a. 

Finally, transfer the bargain to 

28th June, Paris bank-rate 2^ %; Long exchange 25.46^; 

„ market-rate 2i %; Sight „ 25.274; 

£1000 i 25.46i=PcB. 26462.50, per SSth Sept.; , 

and the sale to 

27thBept. Long exchange 26.66J ; Sightexchange26.43i; 
Fc8. 25462.50 & 25.48}=£1000 19a. 8d. 

Here a rise of the exchange &om 26.27i to 25.48f 
swallowed up 16^ centimes out of the ISf receivab'- ':■ 
interest, leaving a net return of 24 centimes per £1 w l.i 
is under ^ per cent. p.a. 
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These inBtances are sufficient to explain that, in order 
to earn interest by vay of an iuTestment in foreign bills, 
three monthB' paper ie bought at the long or cheaper price, 
and sold when due at the short oi dearer price (if sold 
before maturity the price is proportionate), the margin 
between the two rates giving the letum on each pound 
invested. They make it clear, too, that Qntil the resale 
has been efTeoted, the outturn of the investment is never 
certain ; for, though the difference between short and long 
at the time of the purchase is the presumptive yield, the 
actnal yield will of course be the difference between the 
long rate at the time of purchase, and the short rate at the 
time of the sale. There is thus a savour of speculation 
about the businesB, which may partly account for the 
disesteem in which foreign bills are held by English 
bankers, though on the other side of the question it may 
be noted that tjiey are usually only bought for investment 
when the presumptive yield is greater than the discount 
obtainable on home bills, that they can be turned into 
cash whenever desired, and that the fluctuations range 
within comparatively narrow limits, besides having a 
constant tendency to right themselves. 

The Continental buying of London paper for the port- 
folio, though it may be said to commence aa soon as the 
interest obtainable thereon shows a profit over home rates, 
does not manifest itself in its full strength until the dis- 
count ruling here for the best bank-bills exceeds the market 
price of corresponding paper ("haute banque") abroad. 
The great banks of Paris, Berlin, &c.,. want first-class 
paper, and are willing to pay the first-class price. Quality 
iB preferred to quantity; and they would rather buy a 
single bill for £10,000 on an Al house, at a price to return 
three per cent., than load up their bill-case with 100 tradc- 
billB of £100 each at four per cent. Hence the real in- 
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vestment-demand — the demand for sums large ehoagh tb 
Bway the course of the exchange — is governed by. the 
London market-rate for best bank-paper : and, in propof- . 
-t'.OQ as this rises above the correBponding rate abroad, st> 
.buying increases and the exchange advances. Finally, 
even, if the attraction of capital is austained by the conr 
tinuance of a high discount-charge, exchange may be 
forced up to specie-point, and gold will then begin to flo* 

In detaU, the rise of the exchange under Bucb circum- 
stances is occasioned as much by sales on the Royal 
Exchange of Continental drafts as by the purchase of 
London on the foreign bourses, for, as the supply of choice 
bank-bills on this country is limited abroad, the buyers in 
'Paris, &c., take the natural course of Batiefyinrr their 
Teguirements in the best-stocked market, and, to that end, 
.mstruct their London Agents to buy for them from the 
discount- brokers here, and to draw for the amount of their 
purchases. The offer of these drafts for sale here has, of 
«ourse, the same effect on the exchange as would be pro- 
duced by the demand for an equal amount of London bills 
in Paris : that is to say, while London is growing dearer in | 
Paris, Palis is growing cheaper in London, the movemefiis 
on each side being practically simultaneous and identical. 
It is hardly necesBary to mention that the London price <!f 
Paris never sensibly differs frofti the Paris price of London, 
and that — the two sides being kept in constant touch by 
telegraph — it is immaterial which leads, as the other will 
■at once follow suit. If this were not so, an easy profit 
could be made by taking advantage of the difference. 
■- Thus, supposing Paris quoted London at 25.28, and 
Jjondon, Paris at 25.20, an operator would instantly. seJI 
Xiondon in Paris (by telegraphing his coirespondent to 
di-aw npon him) and Paris in London, the result, of iim 
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transaction being that for his own draft of say Fes. 26,200 
he woitld receive £1000 here, and he charged Fes. 25,200 
in Paris, and for his agent's draft of say £1000 would pay 
£1000 here, and he credited with Fes. 26,280 in Paris, thus 
coming off with Fes. 80 to the good. As, in sach a case, 
the sales of London in Paris would tend to depress the 
qnotation there, while the sales of Paris in London would 
tend to raise it here, it is clear that the difference 
yiovli he speedily levelled hy the action of these so-called 
"arbitrage" operations. 

m. 

In illnstration of the economic law that high interest 
attracts capital from abroad, and as evidence of the in- 
fluence thereby brought to bear on the oonrse of the 
exchange, a comparison is instituted in the accompanying 
diagram between the Paris cheqne-rate daring the same 
periods (eighteen weeks, beginning Jnly) of 1866, 1887, 
and 1888, and the relative position of discount in the two 
capitals. 

These figures, besides demonstrating — as they obviously 
do — the rapidity and certainty with which a stream of 
capital is set flowing towards the country that bids the 
better price for its use, also enable us to gauge the condi- 
tion of relative indebtedness in the periods under review. 
In 1886, for instance, there are good grounds for assuming 
that the trade-transactions between the two countries al- 
.most approached parity, for when money was quoted at 
about the same price in both, and' had eonsequontly ceased 
.to affect the rate either way, we find the exchange near 
par. Its subsequent advance was doubtless mainly due to 
:the increase in the loan-value of capital shown to have 
taken place in London. . . 
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In 1887, on the other hand, it is clear that France waa 
largely indehted to England. DiBconnt dnring the whole 
of Jnly having averaged ahont one per cent, higher in 
Paris than in London 

13% 



(London market-rate 
8 moB. bills on Paris 
less stamp 

Cheques on Paris ... 


25.4 li 
H 

25.40 

25.22i 


difference 

equal to 


I7ic 



bills on France would be in demand here for investment, 
and the exchange should have favoured sellers ; but the 
fact that it remained at par is proof that the buying on 
this side was counteracted by a demand over there for 
London drafts to pay for purchases of merchandise and 
securities. In proportion, however, as money gained in 
value here the emjuiry for Paris paper slackened, and the 
equilibrium was lost. Accordingly, the exchange rose; and, 
on the turn of the scale in August, when relative indebted- 
ness had it all its own way, the rate already registered 
about ten points in our favour. 

But the npward movement in money still continued here, 
and, as a consequence, the demand of French merchants 
and stock-dealers for bills to remit was soon reinforced 
by another on the part of bankers for bills to keep, the 
result being to force the exchange up to 25.42 — a rise of 
twenty centimes in eight weebs. Two or three weeks latet 
the margin began to contract again, and, by the end of 
October had all but disappeared; but the rate only fell 
back to 26.33, or eleven points for us, showing that France 
was still left with a heavy balance to settle. 
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; A aimilor state of afEairs prevailed in 1888; This year 
was marked by tin extravagant speculation for the rise in 
Prance, International securities, copper-mine shares, &c-, 
were heavily boBght both by the public and by speculators, 
and, in order to keep np the supply, dealers took large 
blocks of stock off the London market, inclining the balance 
of indebtedness greatly in our favour. Consequently, when 
an investment- demand for London paper came to be 
superimposed on the already heavy remittance-demand, 
the eifect of the two combined "was so great as to carry 
the exchange up to 25.44, the highest rate known for years. 



To invite' the temporary loan of foreign floating-capital 
hy bidding high for its uae is of little avail, nnless its owners 
can feel assured of employing their money with safety as 
well as with profit, and to ensure the success of the oper- 
ation it is no less essential to offer absolute security than 
to offer remunerative interest. It is, in fact, only because 
English credit ranks as it does that an advance in discount 
rates operates so effectually on the exchange, and though 
it requires a stretch of imagination to suppose that the 
best class of London bills could under any circumstances 
fall into discredit, it is nevertheless quite within the range 
of possibility that a shock to confidence, such as a great 
failure is Hable to occasion, might, by rendering foreign 
capitalists chary for the time being of trusting us with their 
spare funds, rob a high Bank-rate of all magnetic virtue. * 
The Bank, as we know, depends for the replenishment of a 
falling Reserve on its ability to attract gold from abroad, 
but high rates have failed to influence the exchanges before 
when general credit was bad, and they might fail again. 

Quite apart, too, from the question of credit, it is to be 
observed that the extent to which the exchanges may he 

t This was concluBively proved in 1866, when, in spite of b, 10 p. o, bant 
rate, tlie Paiia exchange remswed toi three months against London. 
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affected by a given margin in diBconnt-ratea ifl not' reduci- 
ble to rules, but varies in each case according to the 
surronnding circnmstances. There exists no necessary 
relation, no definite ratio, between the two sets of dactuac 
tions. If the London market-quotation gains say one per 
cent, on that ruling in Paris, the exchange is prebty sure 
to exhibit some sign of the consequent investment-demand ; 
but what the actual rise will be no one can foretell. I-t 
may be ten points, or it may be only two points ; for other 
influences are always at work, which may either hasten or 
retard the npward movement. The investment-buying 
itself is also not of uniform strength, bat will be greater or 
less according to the condition of the Continental markets, 
and to the opportunities that offer for the advantageous use 
of spare money at home. 

IV. 

To sum up the result of our investigation into the 
influences that control the course of the chief Europeui 
exchanges, we find that the amount of their deviation from 
par is a measure of the strength, either united or counter- 
active, of two distinct forces — relative indebtedness, and 
the relative value of money; and that the latter, unlike 
the former, is the outcome of conditions that are known, 
and that are susceptible of artificial regulation. 

Why an advance of the official minimum shotdd be 
regarded as a means to the attraction of gold is now 
apparent. It is argued that if Bank-rate goes up the 
market will follow, or can be made to follow ; that if the 
market-rate for best three months' bills rises above the 
corresponding charge in Paris and Berlin, &c.. Continental 
capitalists will probably invest much of their floating funds 
in London paper ; and that, if the supply of remittances 
on this country can thereby be so largely reduced as to 
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come ahort of the effective demand, some part of the 
balance due to na may have to be eent in gold. It ia 
asanmed, in short, that the Bank of England, by acting 
on the relative value of money, will be able to turn the 
exchanges in our &voiir, and, ultimately, to force them up 
to specie-point. 

In the working-ont of this proceaa little difficulty is 
experienced until the final stage ia reached. Bo long aa 
credit is good here, high interest almost invariably leads to 
a rise of the exchangee, but it ia noticeable that, when on 
the very verge of gold-point, the upward movement almoat 
BB invariably receivea a cheek. This is explainable to 
some extent by the exiatence, in addition to bills of 
exchange and the precious metala, of a third means of 
remittance, consisting of the ao-called " international " 
aecuritiea. Certain bonds of the Italian, Egyptian, Itas- 
sian, Argentine, and other governments being quoted and 
dealt in on the principal foreign bourses, as well as on the 
London Stock Exchange, can be bought in one country, 
and sold in another, at practically eqinvalent prices, and 
are hence available in case of need as a medium for the 
transmission of capital; but aa the operation involves the 
expenae of inaurance and brokerages, aa well as loss of the 
margin between buying and selling prices, it can only be 
resorted to with advantage when bills are exceptionally 
dear, ajid, in the matter of expense, there ia probably little 
to choose between a ahipment of bullion and a shipment 
of securities. When, however, an advance of the exchange 
is suddenly arrested just below gold-point, it is presumptive 
evidence that the "arbitrage" of bonds is be ginni ng to 
yield a profit. 

Another reason is that a high exchange invites specula- 
tion for the fall. When cheques on Germany, let ua aay, 
atand as high as 20.60 (long being 20.60 plus interest). 
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there is plenty of room for a fall, but very little for an 
advance, and a specnlative purchase of bills may be thooght 
to offer good prospects of profit on the eventual re-sale. 
If BO, a demand for German paper is likely to spring ap iU 
London, whioh Trill go towards neutralizing the effect of 
the demand for London paper in Germany. 

In spite, however, of all counteractive agencies, experi- 
ence proves that, in the long run, a high Bank-rate never 
fails to draw gold hither from one point or another. There 
may be protracted delay, hut it is sore to come at last. 

Now, as an increase of the Beserve musfi, sooner or 
later, be followed by a reduction of the official minimum, it 
is very natural that the bUl-brokers and disconnt-houses 
shonld bestow great attention on the signs of an inflow, 
and that, when specie-point is close at hand, the further 
movements of the exchange should be reflected in the 
fluctuations of the market-rate. If the exchange continues 
to gain, discount we find weakens, because dealers, in their 
anxiety to secure as many bills as possible before the 
anticipated fall, begin to outbid each other ; if it relapses, 
discount hardens, because it is feared that the Bank may 
be forced to give the screw another turn. So intimate, 
sometimes, is this connection that it is difKcult to distin- 
guish between effect and connter-efiect, or to say whether 
the exchange controls discount, or discount the exchange. 

Immediately it becomes known that gold has actually 
arrived, the market-quotation gives way, — the fall being 
greater or less in proportion to the quantity of money 
seeking employment, and to the magnitude of the receipts, 
— and the exchanges follow ; for as London bills now yield 
a lower return than before, the Continental investment- 
demand ceases, and the price declines for want of support. 
The fall is hastened also by sales on the part of those who, 
having bought on the bas^is of the higher discount charge. 
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tt^ke advantage of the relapse to realize at a profit. ' Thus, 
if diBCOunt here la at four per cent., and Berlin qaotes 
London 20.50 cheque* and 20.80 for three montiiB (leaving 
Btamps, &c., ont of consideration), it is evident that a drop 
to three per cent, mnst reduce the margin between short 
and long by five points to 20.30-20.85, so that those who 
had previously bought long at 20.30 could in theory gain 
about a quarter per cent., either by reseUing at 20.85, or 
by the more nsaal course of remitting the bill to London 
for discount and drawing thereagaiuat. The competition 
of sellers would, however, force them to share this profit 
with buyers, or, in other words, to accept a lower price — 
say, 20.47^-20.32^; and if discount, while going down here, 
- were in Berlin going up, they might perhaps be willing 
to relinquish the whole of the profit, making the rate 
20.45-20.30; while, finally, if money were now worth more 
at home than here, they might even sell at a loss. 

A fall of the German rate that occurred in October, 1888, 
will illustrate the foregoing explanation : — 
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As the effect of an advance of Bank-rate to five per cent, 
the stock of bullion soon registered a large gain, and the 
market, believing danger to be over, competed so eagerly 
for bills, that within three weeks the rate had broken awaj 
to three per cent., although the ofBcial minimum remained 
nnehanged. The German exchange, it will be seen, fol- 
lowed the downward course of the market, but it is notice- 
able that whereas a fall in discount from 4^ per cent, to 

■ Berlin actnally qaotes S-dajB Loudon, not cheqoea, bat e( eight qnota- 

~ ■ d for the eake of sioiplidty. 
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Sf'per cent., when London was above Berlin, only brought 
the exchange down three points, a fcill from 3| per cent, to 
8 per cent., when London was below Berlio, bronght it 
down six points. 

V. 
Althoagh the property of inflnenoing disconnt-quota- 
tions has, for the sake of brevity, been ascribed to the 
" exchanges " in general, it is to be observed that only 
those rates affect the market, the rise or fall of which ia 
attended by the possibility of an eventual gold-movement, 
and that this condition is fulfilled by very few. Gold, it is 
evident, can only be had from countries that have it to 
give, and are willing to give it. Unless they possess mines, 
it must be taken either from the circulation or from the 
central reserve : so that, in the case of a country that has 
no mines, that has little or no gold in circulation, and that 
refuses to French on its central reserve for export purposes, 
epecie-point is completely inoperative. 

Aa an instance we may cite the exchange with Greece. 
The monetary system of Greece being in theory identical 
with that of France, the mint-par with England is 26.22, 
and the nominal specie-point may be taken at perhaps one 
per cent, higher : but as there is a forced corrency of de- 
preciated paper, and as the country, practically speaking, 
possesses no gold, vs find the exchange as much as twenty- 
per cent, above par. From Italy, too, at the present time, 
gold cannot be obtained. The Italian currency oonsiste 
almost entirely of notes, which are redeemable in gold or 
silver on presentation, and though the National Bank 
might pay out small sums in gold, it would certainly refuse 
it if demanded to a large amount for export. In such 
cases as these the exchange is subject to very wide fiuctua- 
tioDS, the value of paper money being at the mercy of the 
issuing government's political, as well as financial, tronbles. 
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To come k> the point, the exchanges that briDg gold to 
the Bank of England are in practice redncible to three, 
namely: those of France, Germany, and the United 
States." These are all wealthy nations, are all holders of 
large stocks of metal, and are all ahle to bear a withdrawal 
of one or two millions withont, as a role, seriously feeling 
the loss. France, we may add, is to be understood as 
inclnding Belgium and Switzerland, the rates of which, 
thongh nearly always more in our favour than the Paris 
quotation, never differ by more than the cost of sending 
(specie across the frontier. The Dutch and Scandinavian 
exchanges are also omitted, because they are prevented 
from attaining specie-point by the arbitrage operations of 
Berlin bankers, and are therefore to s, great extent sub- 
ordinate to the German rate. Supplies also reach as from 
Australia and South Africa, but these imports stand on a 
different footing. Being a gold-prodnoing country,'* Australia 
ships the produce of her mines as an article of merchandise, 
and in payment of goods received, just as she sends copper. 
Turning to the other side of the question, that of ex- 
ports, we again find that France, Germany, and America 
take the lead. Sometimes they are in our debt, and we 
take gold ; and sometimes we are in theirs, and have to 
give it. The rest of the world, however, buys and borrows 
so largely from ns, that there is rarely any question of the 
exchanges being against London. Under exceptional cir- 
cumstances, such as the issue of a new loan, they may on 
occasions swing round to gold-point, but their normal 
condition is favourable. How, then, it may be asked, 
are the numerous withdrawals from the Bank of England 
for various destinations to be accounted forF The ex- 
u France and the TTnited BUles poBseBS the double etandaid, dlTer being 
an aulimited legal tender egnollf with gold, but the latter atone U tlu 
metal in nhldi TOloea lire measnred, and practically bothazegoldataudnrd 
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planation is 8imple. Many withdrawals are not exchrmge- 
operationa at all, but are shipments "to order." This or 
that foreign government happening, let us suppose, to be 
in want of gold for some purpose or another — probably as 
a" basis for further isauea of paper — instructs its banker to 
buy a certain quantity as cheaply as possible, and to debit 
it with the cost; and as London is the most accessible of 
the gold-markets, the banker sends on the order to his 
agent here, who executes it by taking bars from the Bank. 
A transaction of this nature is clearly not dependent upon 
the state of the exchange. A good exchange may help it, 
for if the rate is favourable to the foreign government 
BO much the better; but a bad one cannot hinder, for 
whether favourable or not the bullion will be taken if there 
is actual need of it. 

The Bank's losses of gold, therefore, cannot all be put 
down to the working of the exchanges ; but, on the other 
hand, neither can all its gains. Large imports are occa- 
sionally made in connection with the financing of foreign 
loans. It is almost essential to the Baccess of such opera- 
tions that money should be plentiful and cheap, and, 
though the big finance houses, who undertake to carry 
them through, cannot increase the quantity of loanable 
capital, they can do much to make and keep the market 
easy by bringing gold here, as required, to maintain tlie 
Beserre. Consequently it is no unusual occurrence for the 
announcement of a conversion or of a group of new issues 
to be accompanied by an artificial inflow of bullion, wbidi 
is intended to smooth the way. 

Notwithstanding the possibility of these casual inter- 
ferences, the ebb and flow of gold is determined in the 
main by the action of the exchanges, and we now proceed 
to an examination in detail of the three principal rates ; — 
those of Paris, Berlin, and New York. 
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CHAPTER X. 

THE FOREIGN EXCHANGES (Coktintjiid). 

I. 

PAEI8. 

The mint-par of exchange between England and France 
is 25.22j5, but for convenience is commonly called 25.22^. 

To transmit bullion fiam London to Farts costs about 
10 centimes per £, and the oatgoing Specie Point lies 
between 25.10 and 25.15. At the higher of these rates 
there is said to be a profit on buying light French gold 
from the Bank by weight, and setting it in circulation in 
France, and at the lower it would probably pay to export 
sovereigns. The result of such operations, it has already 
been pointed out, is determined by the charges that have 
to be borne, and, as these vary according to the position of 
the exporter, and the magnitude of the operation, only 
approximate figures can be given. 

Incoming Specie-Point, or the exchange at which we 
ought to draw gold from France, is nominally about 25. 32^ ; 
but as the rate sometimes stands above this figure for 
weeks together (see diagram No. 14), it would appear that 
there exists some obstacle to the outflow. Such i& in t&ci 
the case, and the obstruction is a premium on gold, 
imposed by the Bank of France. 

Unlike the Bank of England, which is a. private corpor- 
ation, existing solely for the benefit of its stockholders, "the 
Bank of France is regarded as a semi-independent depart- 
ment of the State, and as such is expected to adapt its policy 
to the views of the Government, as well as to private ends. 
In endeavouring to hhider an export of the piecious raelai 



n,s,t,..dDi. Google 



THB FOBEIQN KZCHANQGS^ lU 

it fulfils a public function. The contingency of war, be it 
remembered, is never for ei moment absent from the minds 
6f tboBe who have the direction of Continental finauces, 
and the fifty millions or so of gold lying in the vaults of 
the Bank aje looked upon as the national war-treasure, to 
part with which for mere trade-considerations would he 
want of patriotism. 

Then again, while the metallic reserve of the Bank of 
England consists almost exclusively of gold, that of its 
neighbour is about half silver. The stock of metal held by 
the Bank of France amounted, at the beginning of 
1880 to £29.3 milUons gold, and £49.2 millions Silver; 
1886 „ 40.1 ,, ;, 41.1 „ „ : 

1890 „ 50.5 „ ,, 49.7 

■ The value of the silver is fixed by law at a price equivalent 
tft 60Jd. per ounce, or upwards of 50 per cent, above the 
present (April, 1892)' market quotation ; and, as most of 
this unwieldy mass of the depreciated metal was aequii-ed 
prior to the great fall in price, the loss to France, if the 
necessity ever arose of using its silver to make payments 
abroad, would ha enormous. Eemote as the contingency 
may appear, it helps to account for the Bank's unwilling- 
ness to lose gold.* It also happens, too, that the balance 
of indebtedness between En^and and France is usually in, 
our &vour, and there can be little doubt that, if the Bank 
had always been ready to accede to demands for export, 
the result would have been to absorb much of her stock, 
and to fill its place with the cheaper substitute. 

For these reasons the Bank of France has almost invari' 
ably shown herself disinclined to let gold leave the country.. 

When Napoleonsaro asked for against Notes the request 
is treated according to circumstances. If the exchange^ 
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are fovonrable, ajid the gold ie wanted by a cnstomer for 
trade-porposes within the Qoantry, it will be given out as a 
matter of coaise to any reasonable amoimt ; though, even 
in this case, it is eaid that the applicant is expected to pay 
for the gold by discounting first-olass bills at Bank-rate, 
by which means the Bank is enabled to make an indirect 
profit on its coin, as the paper would otherwise have gone 
into the market. If, however, the exchanges are against the 
ooantry, the Bank protects itself by paying ont small coin, 
which, like car own half-sovereigns, is so worn as to be 
.useless for export, and eventually can exercise its right to 
pay in 6-£rano silver pieces, which, under the monetary 
system of the country, are legal tender to any amount. 

Applications for large withdrawals avowedly for export 
most be submitted to the Bank directors, who fix the pre- 
miam at which they are willing to sell bars and foreign coin. 
This premium varies with the intensity of the demand, and 
lias been as high as 9 per mille. In most cases it is pro- 
hibitive, and is meant to be understood as a refusal. 

As soon as a premium comes into operation, the nominal 
specie-point is superseded, and must be modified in coa- 
formity. At 4 per mille, for instance, the exchange would 
have to advance to 25.42^ before it would pay to take gold 
from the Bank. 

Now, if the only means of obtaining gold from France 
were by the encashment of notes, as is the case with us, a 
persistent refusal to let it go, when the balance of indebted- 
ness was adverse, would amount to much the same thing 
as retrogression to the silver standard, and the exchange 
would rise in proportion. 

Why this does not occur in practice is because gold can 
always be extracted from the circulation. Tlie banking- 
system of the United Kingdom is so elaborate, and credit 
on the whole bo good, that our currency consists mainly of 
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oheqnes ; bat in France the cheqcd-Bysteni is almtrnt 
unknown, and trade is carried on entirely on a gold basis. 
The bankers of Paris, and other large cities, issUe cheqnes, 
but they are looked upon in much the same light as -we in 
London regard a " bank-tranafer." Payments are every- 
where effected in gold or notes, and of the two the former 
is preferred, as notes have more than once engaged the 
attention of forgers. The quantity of gold coin in use is 
consequently very large, and, though estimates differ widely 
as to the actual amount, it is no doubt much larger than 
the circulation of this country,' and there is no difficulty in 
collecting a considerable sum for export. Specie-point 
being 25.82^, it follows that, if the price of cheques on 
London rises higher, it will come cheaper to remit fuU- 
weight Napoleons than to buy and remit a sight-draft. 
What happens then in such a case is that fall-weight coins 
are sorted out and sent away ; at a step or two higher the 
heavy coins follow, and lastly, if the exchange goes a point 
or two beyond 26.40, ordinary coin, taken as it comes, will 
yield a profit. 

The business of collecting Napoleons is taken in band 
by the money-changers, who buy the coin from railway- 
companies, hotel-proprietors, shop-keepers, &c., and sell it 
in large parcels to the eiportmg bouses. The system 
adopted is to buy by weight at the mint price of 3100 
francs per kilogramme, and to give in addition a small 
premium. If the exchange is at 25.40, for instance, they 
may perhaps offer 2 per nulle, which means that they are 
paying at the rate of Fes. 8106.20 per kilogramme. The 
heavier the coin, of course, the better for the seller, who 
has to lose the difference between the legal and the actual 
weight ; and, as a natural reaatt, the coinage is picked 

■ The latest estunstes aze: fot the United Eingdom, £69,000,000 
(MeBSts. Martin and FalgraTe; Deo., 1891); for France, £160,000,000 
(M. dt! ForUle, In Economiste Frnngaia ; Sept., 1891). 
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over, or garbled, the good coins being sent abroad, and the 
light ones retained for home me. 

Under these circumstances the efFeotiTe limits to the 
range of the French exchange may be laid down as, on the 
one side, 2S.10, and, on the other, snch point beyond 
25.32^ as may be determined by the average loss of weight 
on the best coin available, together with the cost of collec- 
tion. Between 1883 and 1888 the lowest rate recorded was 
25.11i, and the highest 26.44i. 

The policy of restricting withdrawals by means of a 
premiam appears at best to be of very docbtful wisdom. 
In the first place it can never actually prevent gold from 
leaving the ooantry; for if there is a balance owing to ns 
bom France, and we refuse to accept payment in kind or 
in securities, no other medium of Uquidation remains but 
gold, and a premium will but serve to dam up the outflow 
until the exchange reaches a higher level. Secondly, it 
inflicts a ^e on those who have to remit to England ; for, 
if 25.82J were the effective specie-point, it would also be 
the limit to the price of cheqnes, while, as it is, a merchant 
may be compelled to pay a quarter per cent, or so more for 
hie remittance than would otherwise be the case. Lastly, 
it is open to question whether in the end it really prevents 
diminution of the Bank's stock, which is its only justification. 
When an export is in progress the cnstomers of the Bank 
of France can hardly expect to be freely paid in gold, but, 
as soon as the drain is over, they see no reason for not 
asking for what tbey want, and would be much incensed if 
their legLtimate requirements were refused ; consequently, 
if the export has caused any deflciency to be felt in the 
circulation, the vacQum is gradually filled up at the Bank's 
expense. 

The question inevitably suggests itself why the Bank of 
France should not copy the example of its neighbours, and 
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try the effect of an moreased discount-rate. Apparently 
the reason is that the French have a liking for cheap 
money, which they helieve to he good for trade, and that 
the Bank yields to the pressnre of pnblic opinion. For the 
five years ending February, 1888, the rate was maintained 
without change at 3 per cent., and though under extreme 
pressure it was put up in the autumn of that year, to 
counteract the effect of a 5 per cent, rate in London, the 
case was quite exceptional, and the normal charge (which 
is still in force, April, 1892), was restored as soon as possible. 



Turning to Germany, we £nd a system in operation 
which is nearly on all. fours with our own. Not only do 
both countries enjoy the luxury of a gold standard,' and 
both State Banks pay out gold to any amount on presenta- 
tion of their notes, hut both also adopt the same plan of 
correcting adverse exchangee by a prompt advance of the 
official discount-charge, and frequently raise or lower their 
rates almost simultaneously. 

According to German mint-law 500 grammes pore gold 
are to he converted into 69| twenty-mark pieces, njtha fine, 
and the currency-par with the United Kingdom is therefore 
about 20.43, as follows : — 

Em ? = £1 

If £ 1869 = 480 oz. Troy Standard Gold 

„ Ozs. Standard 12 = 11 oz. Fme Gold 
„ Oz. Troy ... 1 = 31.1035 grammes 

„ Grammes ... 600 ^ 1395 Beichsmark 



The Specie-Points are 20.33 against us, and 20.53 for 
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118. The latter is the rate at which the Bank of England 
gains gold at the expense of the Beichebank, and is always 
effective. Thongh the Beichsbank ia for several reasoas 
very loath to see its reserve of metal drawn apon for the 
benefit of other ootrntries, it has in no instance ever refosed 
to pay OQt foil-weighted gold at the head-offioe in BerUn ; 
nor, of conrse, has it the powei to refuse At the eame 
time, there is a general impresBion that, while always 
saying " Yes," it OBaally itteans " No " ; and it is said to 
have occasionally visited its resentment upon exporters, 
who have had the iemerity to ask for gold at inconvenient 
seasons. "Whsitever the nature of the pressure may be that 
the Beichebank is able to exert on the Berlin bankers, it 
appears to be effeotaol in hindering them &om acting 
connter to its wishes. 

To illustrate how Specie-Points are arrived at we give a 
pro-forma account of a shipment of gold from London to 
Hamburg : — 

8500 oifl. EuBBSn InvpaiialB am/lOi per oz. ,. .. £25309 7 6 
Boxes, bags, packing, entry-dues, 

and eliippin^-chnTgcs , . . . 2 6 6 

Freight 15 16 8 

Brokerage 666 

Insurance 14 13 3 

Commiaaion .. .. . <• .. 12 13 6 

51 16 

£26361 3 6 



. at 31.1035 grammes per (H. = Kg. 203.1737, 
sold to tlie Reichsbauk at the fixed tariff* 

price of M2551. 636 per Eilogramme M 615851 

Cartage, &o 28 

515tJ25 
Allow for loBB of iuteteat, ioj, fire days at 

S per Rent , , 212 

U 515613 

M 615610 * £25381 = 20.33. 
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The policy patsned by the Reichsbaok in the unceasing 
" straggle for gold " is far more enterprising than that of 
the Bank of England, and any legitimate expedient that 
wUl tend to smooth the way for imports is adopted without 
hesitation. Its assay of foreign coin, for instance, is more 
favoutable to the seller than that of the Bank of England, 
and it is even willing to bear the small loss of interest thai 
is incurred on a shipment firom this country, having to that 
end offered to make advances for eii days, free of interest, 
on condition of the loan being repaid in gold. 

As might be expected, its efforts have been attended with 
a considerable measure of success, and the reserve of metal 
has increased from £25.d millions at the end of 1884, to 
£45 millions at the end of 1891. 

The amount of silver held by the Beichsbank is not 
published, but according to the latest information is thought 
not to exceed £10 millions. 
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CHAPTER XI. 

THE POfiEIQN EXCHANGES (Contintied). 

I. 

NEW TOEK. 

The money-market of New York, to which we next direct 
our attention, is goTerned by conditions and forces that are 
in some respects imiqae, and which, in the question of their 
ultimate ontcome, present the most interesting financial 
problem of the day. 

There exists in the United States no central institution 
holding a commanding position similar to that occupied by 
the State Banks of Europe, but in certain " Central 
*' Eeserre Cities," of which New York is the chief, the 
principal banks are banded into an " Association," and, as 
Buch, are required by law to keep a reserve of "lawful 
" money" amounting to not less than one-fourth of their 
deposits, or, in default, to stop increasing certain of their 
liabilitieB until the proportion is restored. For every $4 
posted to a customer's credit the Associated Banks must 
provide and set apart $1 in cash, and must moreover keep 
their reserve actually at home, and not elsewhere. 

The strength of this reserve is the gauge of the market. 
So long as the amount of " Specie and Legal Tenders," 
held by the Associated Banks of New York, exhibits a 
sufficient margin over and above the twenty-five per cent, 
limit, the loan-value of money is settled by natural causes ; 
but as soon as the percentage draws near its minimum, 
the Banks are compelled to contract their advances, and 
the rate rapidly rises. 
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In view of the fact that striugeucj of the Nev Tork 
market is a condition which favoois, and is usually antece- . 
dent to, an export of gold from this side, it is of moment 
to know how a fall of the Reserve is asnally brought about. 

A drain is liable to be produced by one or both of two 
very different causes, namely : an outflow of currency to 
the interior, or an absorption of currency by the Treasury. 
New Tork, like London, is the focus of the home banking 
system. Owing to the facts that the law permits National 
Banks (the country-banks of America) to include in their 
reserves the balances kept at "Central Reserve Cities," 
and that money can generally be employed to better ad- 
vantage in New Tork than elsewhere, the spare cash of the 
provinces gravitates towards the one central point, and the 
stock of ready money lying at the commercial metropolis 
is virtually the foundation upon which the transactions of 
the whole country are based. What result to expeot we 
know from our own experience. Whenever and wherever 
the volume of exchanges increases to such an extent as to 
necessitate the use of a greater quantity of the instruments 
of exchange, the country bankers provide the additional 
currency by calling in their balances, and the whole strain 
is thrown on New Tork. 

This is especially the case at harvest-time. The banks 
of the interior have then to supply the f&cmers and 
planters with cash to pay wages and to meet the heavy 
outlay necessary for transporting the crops to the sea- 
board: and, year after year, with the regularity of the 
coming and departure of the seasons, deposits are with- 
drawn from the Associated Banks at the approach of 
Aatunm, and a tide of specie set flowing towards the 
cotton- and corn-fields of the South and West. 

Such a movement, if unexpected, could not fail to entail 
serious consequences ; but its xegolarity enables New Tork 
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to make ready for it in advance, and thus renders it almost 
harmless. Nevertbelesa it is always possible that the pro- 
vision made may fall short of actual requirements, and in 
that case some way most be found of replenishing the 
dmndling reserve nntLl the currency that has gone into 
circulation trickles back again. An easy means of doii^ 
so is at hand, however. Against the bills drawn on Europe 
in payment of the exports of produce, gold can if needful 
be ordered over. In the ordinary course, specie only 
crosses the Atlantic when other means of settlement are 
wanting ; but, if the necessity be imperative, America will 
take the balance due to her in metal, and will draw it from 
the point — London, Paris, or Berlin — whence it can be had 



Coming at a time when the requirements of the home- 
harvest have to be met, an esport-demand for the United 
States is a most unwelcome addition to the burdens of the 
European banks, and puts them all on the defensive — each 
striving to turn aside the drain, or to make up it8 loss, at 
the expense of its neighbours. The result is a war of 
rates, and that " fight for gold," which has been happily 
compared to the situation of three men struggling to cover 
themselves with a blanket only big enough for two. 

We know already that the price of money rules highest 
towards the fall of the year, and that primarily this is due 
to the scattering of currency which accompanies the in- 
gathering of the harvest, but the more immediate stimulant 
is usually the autumnal export of gold to New York, which 
acting ss reserves already attenuated, has the natural 
effect of forcing up rates- 

The second cause of a drain on the Reserve, and the 
most salient characteristic of the New York market, is the 
incessant absorption of currency produced by the collection 
of the Government revenue. In England, France, and 
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inost other countrieB, the proceeds of taxation are dDtrttBted 
to the cnatody of a State baok, irhicb employs the greater 
prrt of the money in loans and diBcounts, and thns at onca 
returns it to the channels of trade; bat in the United 
States, the Secretary of the Treasury — ^the Btate'Official 
corresponding to onr Chancellor of the Exchequer— acta aa 
his oim banker, and for safety's sake, keeps the Goreni' 
ment balance under his own control in the Treasury vaults. 
This circumstance alone would make httle difference to the 
market if the Secretary had power to set free his holdings 
after the ordinary banking fashion, but as he is forbidden 
by law to use Government funds for any purpose other 
than disbursements on accoont of the State, each surplus 
as may at any time remain in his hands is as dead to the 
market as the buried hoard of a miser. As all taxes, too, 
are payable in onrrency, the Treasury balance consists 
solely of notes and coin; so that an aooomulation of 
Government fnnds not only diminishes the available Bupply 
of loanable capital, but, if allowed to go on unchecked, 
might speedily swallow np the marginal reserve of legal- 
tender which keeps the Associated Banks above the twenty- 
five per cent, limit, and thus bring about a dangerous 
crisis. 

To forefend this catastrophe needs constant official care 
and watchfulness. The taak incumbent on the Treasury is 
to preserve equilibrium between receipts and disbursements, 
so as to keep the outflow of ourrency equal to the inflow. 
But this is no eaay matter. Even in England there are 
times when the one temporarily overlaps the other to a 
large amount, as is seen from the wide fluctuations in the 
" Fablic Deposits " at the Bank of England, and, if such is 
the case in a ooontty where income is annually adjusted to 
balance expenditure, how great must he the difficulty of 
preventing a look-up in the United States, where the publio 
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income— and herein liee the crux of the problem — exceeds 
the oatgoings by many millions sterling per annum.' 

This surplus arises principally from protective Castoma 
duties. The fiscal policy of the States ie based, as is well 
known, on the doctrine of Protection to Native Industry, 
and consists in imposing the burden of taxation on the 
consumers of such foreign commodities as are capable of 
being produced at home. Heavy duties are levied on 
almost every article of import, nearly half the revenue being 
derived from the Cnstoms. There has long been a general 
consensus of opinion that something must be done to bring 
income and expenditure more nearly to a balance — the 
lai^e excess being an encouragement to waste and extrava- 
gance, — and that) in one shape or another, remission of 
taxation is the only effective and final remedy ; but when 
the reduction or abolition of any particular tax is mooted, 
the party-passions of tiie two great political factions are at 
once aroused. The Democrats adopt what to outsiders 
appears the common-sense view that revenue should be 
oontraoted by a revision of the exorbitant Oastoms tariff. 
The Bepublioans, on the other hand, together with the 
whole body of protected mann&cturers, are violently 
opposed to any measure tending in the direction of Free , 
Trade, and put forward the counter-proposal to spend more 
money on the Army and Navy, and on Fablio Works, as 
well as to reduce the Excise duties. To this latter alter 
native again the general sentiment of the middle and upper 
classes is strongly averse, and inclines rather to place the 
di'itlk-tra£Gc under still greater disabilities than at present. 

Meanwhile, and until some measure of r^ef can be 
devised that suits both parties, some outlet has to be found 
for the large weekly surplus. 

■ The recent re-anangement of the t&iifl, combined vitb a more lavish 
expenditure, haa greaOj reduced the balance to tlie good, and for the 
'flEi:al year ended June 30, 1891, it amounted to the mo^ate figure iit £^i 
millions, oompared witli £20 mitlions for each of the tro pievloae years. 
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Hitherto the Secretary of the Treasury has contrived to 
get rid of his Bnperabnndanoe by paying ofiF the public debt 
through parchases in the open market of United States 
bonds at the price of the day ; and this, practically speak* 
ing, IB the only means open to him for the use of his 
money/ In proportion, however, as the volume of the 
oatBtanding debt contracts, so the operation increases in 
dif&cnlty, for, knowing that the Secretai^ is forced to bay, 
and that they must gain by waiting, holders are in no 
hnrry to realise, and it needs a constantly increasing 
preminm to induce sales. The bulk of the remaining 
bonds, moreover, are held by National Banks as the basis 
of their note-issue, and are not likely to be sun-endered 
except on compulsion. To all appearance, therefore, the 
existing system must sooner or later end in a deadlock i 
and, 80 long as it endures, business has to be carried on 
under conditions that are wholly artificial. The New York 
market is in fact at the mercy of an autocrat, who, having 
full power to loose or to bind large masses of cnrrency at 
his absolute discretion, decides for himself whether and when 
money shall be cheap, and whether and when it shall be dear. 

II. 
. In addition to the management of the national snrplns, 
there also devolves on the Secretary of the Treasury 
another public duty of even higher importance, for on 
the wisdom and foresight displayed in the exercise of 
his office depends no less an issue than the mainten^ce 
of the standard of value on its present gold basis. 
; The currency system of the United States is of a 
multiform and singularly complex character. Besides 
gold and silver it comprises as many as six varieties of 
paper money, and consists of: — 
. ' ■ The Secietar; is also aHowed to deposit ] 
Bonks, but this method of disposing of it is i 
expedieat," and is being gradoaU; discoatiniied. 
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. 1. Gold Coin. 

Gold is the standard by which all Taloes are 
measured, the unit of value being the one-dollar gold 
piece, containing 25.8 grains gold, nine-tenths fine. 

2. Stiver Ooin. 

The standard silver dollar contains 412J grains 
silver, nine-tenths fine, and is fall legal tender at 
its nominal value in all cases where payment in gold 
has not been expressly contracted for. 

3. Gold Qerbificate». 

These are issued by the Treasury against deposits 
of gold coin, and are expressly made redeemable in 
gold coin. They are mostly of large denominations 
($100 to ¥10,000), and are found useful by bankers 
as substitutes for the coin which they represent. 

4. Silver Certificatee. 

Issued by the Treasury against deposits of silver - 
coin, and redeemable only in silver dollars. They 
are receivable for Customs Duties, Taxes, and all 
public dues, but are not otherwise legal tender. They 
are mostly of small denominations. 

5. National Batik Notes. 

Issued by the National Banks on the security of a 
deposit with the Treasury of United States Bonds, 
and redeemable on presentation in Government Notes 
or Coin. 

6. Qovemment Notes or " Greenbacks." 

Issued by the Treasury and redeemable on presenat- 
tion in coin. Their amount is limited by IStatate to 
J346,000,000, and they are secured by a special 
reserve in the Treasury of $100,000,000 in gold. 
They are legal tender in all cases. 

7. Treaswry Notes. 

Issued by the Treasury (under the Act of 14th 
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July, 1890) in payment of its parcbases of silver 
bullion, and a legal tender in payment of all debts, 
public and private, except where otherwise expressly 
stipolated. They are mostly of small deDominations 
(none may exceed fl,000), and are redeemable in 
either gold or silver coin at the discretion of the 
Secretary, bat the Government holds itself bound to 
redeem them in gold. if required, 
e. Currency Oerfificates. 

Issued by the Treasury to bankers and others 

against deposits of Government and Treasury Notes, 

and, like the gold certificates, are found useful in cases 

where large sums have to be handled. 

The weak point of the scheme is the legal-tender silver 

dollar, which owes its origin to the notorious " Bland " 

Bill, psfised in February, 1S78. 

In view of the then-approachiug resumption of specie- 
payments, which, after a suspension lasting since the 
Civil War, was to take effect at the beginning of the 
following year, the people of the United States had been 
called upon to decide what metallic system they would 
employ; and they elected, notwithstanding the discredit 
nto which silver had &Uen in Europe, to declare the 
depreciated metal an unlimited legal tender equally with 
gold, the latter alone being, it was maintained, too narrow 
a basis upon which to conduct their money affairs. Bab 
further, and what was of far greater import, the country 
also committed itself to a continuons coinage of silver 
the bill enacting that (whatever price the metal might stand 
at, or whatever the prospects of the market might be) the 
Treasury should, every month, purchase not less than two, 
or more than four, million dollars' worth of silver bullion 
and should cause the same to be coined into dollars of 
412^ grains each, nine-tenths fine. 
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A ratio was thna establislied between silrer and goH of 
sboat 16 to 1 :— 

1412.6 grains silrerj ^ fine 
or 
25.8 grains gold, i fine ; 

corresponding to a price for the former of 59 pence per 
ounce English standard j so that the lower the price of 
silver ballion in the market, the less is the intrinsic valne of 
• the silver dollar.* At 41Jd. per oz., for instance, it is only 
worth 70 cents, or 2s. lO^d. 

It is doubtful whether even the warmest advocates of 
the measure ever actually believed that a silver dollar was 
adapted to the requirements of the people, or th(it, without 
it, there would be, as they alleged, a deficiency of currency. 
Their real motive) more probably, was to benefit the large 
and powerful silver interest by providing the mine-owners, 
at the expense of the nation, with a ready market for their 
produce. Be that as it may, it is the fact that, even from 
the first, the proportion of Bland dollars that found their 
way into circulation was hut small. Not only ia silver far 
too heavy and cumbersome for the use of a wealthy nation, 
but the Americans, as ia proved by experience, much prefer 
paper to coin, "Whether wanted or not, however, the 
minimum coinage was bonnd to go on, and month after 
month seventy tons or so of dollars were minted, packed 
up, and stored away in the Treasury vaults, where th^ 
remain, and are for ever likely to remain. It is certain, 
in feet, that, but for the power which the Treasurer possessed 
of issuing paper thereagainst, the Bland dollar would years 
ago have had to be paid out forcibly. Fortunately, how- 
ever, for the maintenance of the gold basis, he was able to 

• Its value 1b easQy calcnlateda It contains 371^ grains fine sElTer^ and 
is therefore wortli -jJ or almoat eisotlj Bvi -jiiths of tte price per onikCe 
of standard silTer in tie London markeL 
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mobtlise the greater part of the accumulation in the shape 
of Silver Certificates, and thus to fill the void created in the 
enrrency by the gradual extinction of National Bank Notes, 
the issue of which, being based on U.S. bonds, contracts 
concurrently with the redemption of the public debt. In 
order that his certificates might find favour, the Treasurer 
also hit upon the plan of emitting them in small denomina- 
tions for the use of the million, and of making room for 
them in the circulation by restricting the issue of green- 
hacks to notes of large amounts, and this expedient proved 
so successful that the Silrer Certificate, though redeemable 
only in silver dollars, rmd though not strictly a legal tender 
between individuals, eventually came to be the note most 
commonly met with, and now passes from hand to hand 
unchallenged, side by side with the National Bank Note 
and the Greenback. 

The rapidity with which the debasement of the currency 
was proceeding, and the magnitude of the additions made 
to it (at the end'of June, 1891, the number of over-valued 
dollars minted under the Act of 1878 had attained the 
gigantic total of $378,000,000) might, it may he thought, 
have satisfied the Silver Party; but such was not the case. 
The current output of the American mines being about 
54,000,000 ounces per annum (very nearly one-half of the 
entire produce of the world), they succeeded by continual 
fetation in convincing the American people that if, instead 
of only a portion, the whole of this quantity could be taken 
off the market, the withdrawal would soon create a deficienoj 
abroad, and this in turn bring about a sustained advance 
in price. Accordingly, in July, 1890, a new Silver Bill was 
' passed, ordering the monthly purchase by the Government 
of 4,500,000 ounces of silver at the market value : but, as 
it was manifestly absurd to go on manufacturing dollars 
ivhich nobody wanted, the metal purchased under the nuw 
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law was to be stored away in the shape of bullion. In pay- 
ment of tbeae porchases a new kind of foil legal-tender 
paper money, called a Treaaary Note, was ordered to bo 
JBsned, wUcb diSers from the Silver Certificate in that, 
while redeemable in either gold or silver coin at the dis- 
cretion of the Secretary of the Treasury, the Government 
has virtually staked its bononr to pay it in gold or in a gold 
dollar's worth of silver The Silver Certificate, on the 
other hand, only promises to pay a silver dollar, whether it 
be worth 100 cents or 50 cents, and though receivable for 
Grovemment dues is not otherwise a legal tender. 

So far, the interchangeability of gold and silver, which 
the power of the Government is now pledged to maintain, 
has been scmpulonsly upheld (more 80 even than is the 
case in France, for in no instance has any creditor of the 
State, or any holder of a Government note, ever been paid 
ill silver against his will, nor has any pteminm over been 
demanded on gold,) and it may continue to. be so upheld ao 
long as the Treasury can manage to retain a substantia] 
balance of the former metal in its hands ; for, beside the 
amount that mnst be held against Gold Certificates, and the 
(100,000,000 that back up the Government Note, a large 
additional reserve of gold is kept up with & view to ensure 
the convertibility of the silver dollar. 

It needs skilful management, however, to prevent this 
reserve from wasting away. The Silver Certificates that 
come in throngb the Cosboms have to be continually pushed 
out again, and the gold, as far as possible, kept in. 

If the Mint could now be closed to silver, the present 
state of affairs might very well endure permanently; but, 
80 long as the currency is being constantly " watered" 
by the addition to it every month of the paper equivalent 
of four and a-half million oonces of silver, the ooontry is 
day by day drifting slowly but surely nearer to silver mono- 
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metalliBm. Even nov there are eigns of saturation. Ob- 
servers Bay that gold has in a inysteriouB manner almost 
diBappeared from the circulation (probably it is being 
hoarded), that it is giving way to silver in the banb-reB^rveB, 
and that its expnlsion &oni the Treasury is only a qaestion 
of time. Hitherto, the marrellons growth of the country 
in population and wealth, combined with other &Toarable 
causes, has indefinitely postponed the evil day ao often 
prophened ; bat the danger, none the lesB, looms large, 
and immediately a failure of crops or a p^od of stagna- 
tion is encountered, large masses of currency will he thrown 
out of employment, the Treasury will be inundated with 
silver, and the suBpeuBion of gold payments most then 
eurely be inevitable. 

m. 

The par of exchange between the sovereign and the gold 
dollar is 4.86|, arrived at as follows : — 
$? = JEl 
If 1869 = 40 lbs. Troy Standard Gold 
1 = 6760 grains 
12 = 11 „ Fine „ 

9 = 10 „ U. 8. Standard Gold 
„ 25.8 = *1 

= t4.86| (or 49^d. for W) 
To sen^ gold from New York ito London costs about 
i pet cent., and the import-point is 4.89 to 4.90; but the 
reverse operation entailB a loss of interest, and gold does 
bot leave us until the exchange recedes to 4.84 or 4.83. 
This difference is explained by the fact that, as there is no 
murket in London for drafts on New York, the shipper 
from this side has to wait for return-remittances, while the 
Hew York exporter is able to recoup himself at once for his 
outlay by selling a cheque on his correspondent. 
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In illustration of the export-point we give a pro-fbmi& 
accoTint of a ebipment of specie to New Yor!k : — 

13G00 <m. AmericoQ Half -Eagles at 76/7 per oz. . . £51693 16 
Boxes, bags, packing, & cttrtoge 2 11 
Carriage to Uveipool , , . ■ 4 IT 6 

Freight 82 10 

Brokerage 12 18 6 

Ingoraiice "5 17 6 

Conumsmoii 25 18 6 

184 13 11 



£51967 18 9 
.. 1251240 
61967.95 ^ '^ 
Our durent aooonnt with the United States is mainly 
composed of the following items : — 
The United Kingdom in account with the United Status. 
Dr. Or. 



To imports of produce, &c., 
(wheat, com, cotton, 


By exports of manufactured 


goods. 


petrolenm, tobacco, 


„ Interest and dividends 


metala, proviBions, 


on the American se- 


&.C.) 


curities held here. 


„ Railway, and fotber, 


„ Securities hought back 


securities purchased. 


from us. 




„ Freights. 




„ The expenditure of 




American tourists. 



and the exchange inclines in favour of whichever country 
has to receive payment on balance. 

The relative value of money, which is so largely respon- 
sible for the movements of the chief Eur(^ean exchanges, 
produces scarcely any perceptible effect on the American 
rate, as the transfer of floating funds is hindered by the 
time occupied in transmission; and though, during the 
occasional " spasms of stringencT," to which the New York 
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marlet is liable, short loans often command rates (as mach 
as ^ per cent, per day), that would appear likelj to attract 
capital from abroad, it is known by experience that such 
pseudo-crises are wont to pass off as suddenly as they 
arise, and that in moat cases they would be over before 
there was time to get suppHea across. Capital seeking 
only temporary employment does not therefore, as a rule, 
travel so far as the States. 

It will be noticed in the foregoing statement of mutual 
indebtedness that the claims on as of the United States, 
being principally for agricultural produce, must fall mainly 
into the autumn* and early winter months, hut that oar 
counter-claims, being such as appertain to no one season 
of the year in particular, are presumably distributed pretty 
evenly over the whole twelvemonth ; and it will be found, 
as a coneeqaence, that on an average of yeairs the exchange 
from August to December (see Diagram) is against us, bat 
during the other months is in our favour. An export of 
gold &om this side — if it is to take place at all — may 
generally be expected about the end of the harvest-seasonT^ 

A withdrawal of bullion from the Bank for New York is 
always made more of in the market than a shipment to the 
Continent. The effect on the Beserve is in both cases the 
same, but in the one the gold is gone beyond recall, whilst 
in the other it is only at a day or two's remove, and can 
soon be had back agaiu if we are wHting to bid high enough 
for it. Considering, however, the magnitude of -our trade 
with the States, the amount of bullion that actually passes 
between the two countries is much smaller than might be 
supposed, the bulk of the difference being usually settled 
by a transfer of Bailway Bonds and Shares, of which a 
large number are saleable on both sides. It does not 

B The main crop, that of wheat, begins to move in July ; bat, owing to 
oSere of paper drawn against it in advance, the exchange OBoall^ feela ita 
influence a month earlier. 
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follow, therefore, because the balance of trade at a giren 
time happeoa to be against ub, that we shall hare to 
liquidate it in gold. If bank-reserves be low in New Tork, 
and money dear, as much hard cash as is wanted is likely 
to be demanded from as ; bat if the sm^los be satisfiutory, 
and money cheap, America will probably adjast acconota 
by taking back some of her own seonritieB, and the 
exchange will not be allowed to relapse to specie-point. 
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CHAPTER Xn. 
THB OPEN MABEET. 



Or &U the articles bought and sold in the London marhets it 
would be difiGcolb to name any one the price of which is 
tabject to greater and more sudden changes, or is liable to 
be inflaenced by circnmstances more unmeroiiB and com- 
plicated, than is that of loanable capital or market-mon^. 

From day to day, and sometimes almost &om honr to 
honr, marhet-rate is constantly varying ; and its morements 
are remarkable not only in point of frequency, bat also for 
their width of range. To-day, for instance, the corrent 
charge for disconntinga three-months' bank bill of £1000 
may be £6, and a month hence may have fallen 40 per cent, 
to £3, or hare risen 100 per cent, to £10, 

This price, like that of other commodities, is dependent 
in the main on the equation of supply aai demand, or, to 
be more exact, on the ratio between the amount of floating 
capital that lenders hare available for immediate employ- 
ment, and the amount that borrowers, who have good 
security to offer, are in immediate want of; but to render 
this definition intelligible it is necesBary that we should first 
know, on the side of supply, what loanable capital consists 
of, how it is generally employed, and in what manner it 
becomes available for immediate nse. 

hC^Iarket-money, roughly speaking, is other people's money. 
The general loan fimd of the conntry is held by the banks, 
and is made up of customers' deposits, on which low interest 
is paid, and of customers' balances, on which, as a rule, no 
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intoreBt at all is p&id. If it wore their own money ihab 
bankers lent out, tlie low rates that borrowers are accos- 
toined to would be alt-ogetber ont of the question. For the 
ten years, 1881 to 1890, the average market-rate for bank- 
paper was £2 14s. per cent, per annum, and it is obvious that 
if thoae who took in bills on these terme had been investing 
their own capital, they would hare done far better to put it 
into Consols, and be rid of the worry of business. But the 
money so used is what has been lodged with the banker by 
his customers, and for the greater part of it — probably two- 
. thirds or more — he pays nothing. Consequently be oan 
afford, if " deposits " are large in proportion to capita), to 
lend very cheaply, and yet be able to secure a satisfactoiy 
profit. Some banks, indeed, bold customers' money to as 
maoh as ten or fifleen times the amount of their paid-np 
capital, and conld thos pay a &ir dividend if it returned 
them no more than one per cent, ne^ 

Wbat the grand total of die " deposits '* held by all the 
banks in the United Kingdom may amount to cannot be 
ascertained, but it is possible to estimate it with some ap- 
proach to accuracy on tiie basis of the accounts published 
by the Joint Stock Banks. From these it appears that at 
the end of 1890 the Joint Stock Banks (exclnaive of the 
Bank of England) were in possession of £640 millions of 
customers' ^ney, and we shall be under the mark, rather 
than over, 9 we tax the amount then held by the whole of 
the banks, private and joint^tock together, at upwards of 
£650,000,000.' 

CAU this borrowed capital, with the exception of the vary- 
ing proportion reserved to meet withdrawals, has to be made 
use of somehow; and from its very nature — being repayable 
on demand, or at short notice — must necessarily be laid out 
in securities that are realizable Tnthont di£Boulty or loss. 

Now, of all sach securities first-daas bills of exchange 

> Saotiomiit, May 23, 1891. 
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are, as there has been occasion to point out before, iniis- 
pntably the safest and beet. From the fact that they are 
aelf-oonvertible, turning into cash automatically and at par, 
they constitute next to actual money a firet line of defence, 
and a strong portfolio is bo indispensable to the safety of 
banking business that in every case a dne proportion of bills 
forms a leading feature of the interest-bearing assets. 

After bUla, the next best outlet is to be found in advances 
fi)r short fixed periods on good security j and in these two 
directions — bills and loans — a banker generally employs the 
bulk of his customers' moneyTj 

In the majority of balance-sheets the assets are not stated 
in sufficient detaU to allow of analysis, or it would be in- 
teresting to know what average percentage is thus laid out; 
but the accounts for 1890 show that certain banks which 
then held £200 millions of deposits, &c., had invested £54 
millions in bills, and £88 millions in loans and advances 
the remainder being cash, money at call, Consols, &o., and 
miscellaneous items) ; and if we apply this proportion to 
the estimated total of, say, £650 miUions, we get in round 
numbers, bills £175 and loans £286 millions. These figures 
are of course little better than mere conjecture, but they 
are quite near enough to serve the purpose of illustrating 
what is meant when we apeak of the amount of floating 
capital that lenders have available for immediate use : for 
as it is evident that the money locked up in a bill is set Iree 
again as soon as the bill is paid, and as the average un- 
expired term of bills discounted may he taken as six weeks, 
it is not unreasonable to assume that out of the afore- 
mentioned £175 millions, nearly £30 millions would become 
disposable each week. 

This then (putting loans aside) would constitute the im- 
mediately-available supply; and, as money coming out of 
bills would, as a rule, go back into bills, there would be thirtiy 
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nuDioDB per week seeking re-emploTment in the discoant* 
market. If bills to th^ ftmoant were not fortbcoming, the 
cUsoonnt-rate would &11 ; if an ezoess were offered, it would 
rise. 

tCgopply is not limitecl, kowererj to tke steady infiow of 
" old " money seeking re-inveatment. A presanre of " new ", 
money frequently makes itself felt. Tke oonntry in ordinary 
times earns mach more than it spends, and the accretion of 
savings, nnlesa carried off by an ezpanaion of trade, aided 
by borne and foreign loans, &o,, flows into tbe banks, and 
from the banks into tbe market, ontil some approved open- 
ing can be fonnd for it. In that case snpply becomes r^ 
dnndant, and rates are forced down to a low and anbealtby 
levelj but watchful company-promoters quickly bestir them- 
selves to improve the opportunity, and there are always 
impecunious foreign states ready, whenever money is plenti- 
M, to invite onr assistance in the exploitation of their 
"vast undeveloped resources," until, by one means or 
anoth^^ the sorplus is absorbed into permanent invest* 
menta, and the equipoise of supply and demand is re* 
established 

Bo much for the question of supply.''^ ^\Ab regards the 
general demand for loanable capital, it consists, as was said, 
of the immediate requirements of those who have acceptable 
security to offer; and by discount-demand, to which branch 
we for the present confine oar attention, is to be understood 
the quantity of good bills that borrowera are deairona of at 
once converting into cash. Those borrowers are the mer- 
chants and manufacturers of the country, and the extent of 
their requirements varies with, and ia dependent upon, the 
atate of trade; for as the settlement of bnsinesa transac- 
tions (eapecially those with foreign oonntries) is chiefly 
effected by means of bills, it follows that the greater the 
Tolnme of current dealings, the greater will be the number 



n,s,t,..dDi. Google 



THE OPBH VABKHT. 137 

of bills to which they gire rise, and the greater also the 
Gftiaiitity tendered for discountri 

Creation of more paper is not, howerer, the only effect of 
better bnaineBB. It also implies that the number of bills 
brought to market will bear a higher proportion than 
hitherto to the total in existence. Seeing that, when orders 
are coining in freely, traders are always anzions to tnm over 
their capital as fast as possible, and to discount every re- 
mittance as soon ae received, in order to employ the money 
in fresh purchases, and that, on the other hand, they try, 
when there is " nothing doing," to avoid the accumnlatiou 
of an idle oash-balanoe by discounting no more than is 
necesBary to meet previous engi^ements, it is evident that 
improvement of trade signifies a relative as well aa an 
actual increase of demand. 

More trade therefore means more bills, larger calls on 
supply, and higher rates; less trade means fewer bills, a 
falling-off in demand, and lower rates. 

The demand for money is thus the summary and product 
of all the complex iuduenoes that affect the present con- 
dition or the future prospects of commercial industry, either 
ae a whole or in any of its branches, and, as such, is inces- 
santly flaotuating,' and with it the diecountrate. From its 
nature it oan only be treated of in the abstract. No 
figures are available that will enable us to gauge the 
quantity of bills that are likely to come forward next week 
or next month. If the Board of Trade Returns, the 
Clearing-House Betnms, the Bailway Goods-Traffic Betams, 
&o., all tell the same story of an increase, we know for 
certain that trade is improving, and that next week or next 
month the demand will have grown; but what the growth 
will be, or just when it will begin to be felt, is what we 
cannot know for certain. And besides, the conditions under 

k It ii almoBt entiralf to the vatiationB in the demand for loanable 
cqiitol that the txinetant changeB of rate are dne. Supply mar, bj com- 
pmsou, be legaided as an almost constant quantity. 
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which bnsiaesa is carried on are gradnally chan;^^. There 
is reason to believe that each year more and more transac- 
tions are conduoted on a cash-baaiB, and that the aamber of 
bills now created bears a steadily diminishing ratio to the 
TOlnme of commerce. Instead of settlement by bill, a 
growing preference appears to be shown for settlement by 
cheque or by cable-transfer — a means of payment that 
avoids the nncertainties of a flnctoating disconnt-rate, saves 
the coat of bill-stamp^ and redaces the risk of loss to a 
minimum. Scarcity of billa (partly comparative, owing to 
the growth of the loan-fond) is indeed a long-standing 
grievance with lenders, and is substantiated by the fact 
that bankers geueraUy now b<^d fewer bills in proportion to 
other assets than was the case in former years. Here, for 
instance, is a comparison between the portfolio and. the 
onstomers' money of two of the largest Metropolitan Banks 
fbr the years 1882-90 :— 



In both cases, it will be observed, the percentage of bills 
has decreased, and it is probable that the difftcnlty experi- 
enced by these two banks in keeping up the proportion baa 
been experienced by all. 

^!j>[ezt to the interaction of supply and demand, the chief 
inflaence that governs market-rate is the rise and fall of the 
official minimum. As we already know, there is a necessary 
connection between the two, inasmuch as bankers still 
adhere to the old usage of regulating their aUowance uu 



n,s,t,..dDi. Google 



TBB OPEN lUBKBT' 13ft 

Aepo^ts 1)7 Bank-rate. If Bank-rate is raiaed, tHe deposit* 
rate liaa to be raised, and it stands to reason that if the 
banker pays more for vrhat he borrows he will try to obtain 
more for what he lends. It does not follow, thoagh, that 
he will be compelled to raise bis chains pari passu with bis 
allowance, for he pays interest only on part of his borrowed 
capital, not on allj^and if out of ereiy ^100 that he holds he 
pays interest on £40, and lends igSO, thus : — 

LIABILIIIBB. ASSETS. 

Interest-bearing deposits ^0 Interest-bearing loans 
Corrent-accoimtbalances 60 and disconnts ... £80 
Cash, Ac 20 

£100 £100 

then an adranoe of 1 per cent, in Ma allowance on the £40 
will be made up to Tim by an advance of ^ per cent, in his 
charge on the £80. 
^^Then the Bank goes np, therefore, the market follows ; and 
flirther, if tliere shonld exist good ground for anticipating 
an upward morement, the ontside-rate will take the lead, 
Why the market grows firmer when gold goes out, for 
instance, is not so much becanse the remoral of a quarter 
or half a million makes any appreciable difference in supply, 
but rather becanse the possible conseqaenoe of a reduction 
in the Beserre has the effect of making lenders more 
oantiouB, and borrowers more eager. 

As a matter of course, a fall of the official minim n rn is 
always attended by a fall of market-rate ; but, as regards 
the advance, it is necessary to distingnish between a move- 
ment due to real, and one due to artificial causes. Bank- 
rate may be raised in oonaeqnenoe of an increased demand, 
which is a real oanse, or it may be raised quite irrespective 
of the actual valne of money, simply to check a drain of 
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gold, and pK>tect the Beserre. In the fonner case the ' 
Bank and the market rise in unison, because the same cause 
acts on both; bnt in the latter the Bank alone is really 
concerned, and though other dealers may endeavour, on the 
strength of the official annooncement, to ezact a higher 
charge, soppiy soon proves too mnch for them, and they are 
forced to reduce their pretensions. On saoh occasions there 
is frequently a very wide disparity between the two qnofca- 
fcions, and if it were not for the dependence of deposit-rate 
on the Bank the difference woald be even widerTI 

For the ten years 1881-90 the average Bank-rate was 
about jE8 9s. 8d., and the average Market-rate about 
£i 148., a proportion of 77i per cent. The details are 
shown in Diagrams Nos. 17 and 18. 

It will be observed that the difference is greatest when 
rates are at their lowest, the reason being that, while the 
Bank draws the line at 2 per cent., the market^ rather than 
keep money nnemployed, will lend at ^most any price, and 
sometimes quotes as low as ^ per cent. The narrowing of 
the margin in February-March is due to the collection of 
Income Tax, &c,, but the noticeable advance of the per- 
centage at the beginning of August is net easily explained. 
t Ql^hei'e is one other iactor that enters into the composition 
of discount-rates, and that is credit. In every loan-opera- 
tion the lender, before fixing a rate, has to decide for 
himself whether there is reasonable certainty of repayment 
at the stipulated time, and of repayment in fnlL If quite 
satisfied on both points, he charges only for the use of the 
money and for hie trouble, but, if there is any room for 
donbt in the matter, he also charges for his_ risk, sad thus 
makes the borrower pay an insurance-premiom in addition. 
This variable element is usually absent from the best 
market-rat>B, only making its appearance in times of dis- 
turbance, when the general disinclination to lend on any 
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security whatsoever causes an all-rotmd advance, bab its 
effects are distinctly visible in the great diversities of charge 
that are always in co-existence side by side ; for loanable 
capital has as many different valnes as there are degrees of 
credit, and between the 60 per cent, charged by the loan- 
office, the 10 per cent, charged by the oonntry bank, and 
the 2 per cent, charged by Lombard Street there are 
innnmerable gradations, all dependent upon the aapposed 
solvency of the borrower, and on the lender's appraisement 
of the danger that he inonrs in parting with his money .~\ 
II. 

Ko reference has yet been made to the very important 
part performed in the economy of the disconnt-market by 
the middleman, through whom, in practice, nearly the whole 
of the better class of business is transacted. 

At first sight, the need of an intermediary may not be 
apparent : and, from the fact that every banker discounts 
for cnstomers as part of his regular bnsiness, it would be 
natural to infer that the stock of bills shown in his balance- 
sheet had been acquired at first hand. Generally speaking, 
however, it is not so. Inferior paper may, and does, go 
direct to the banker, especially in the provinces, bat the 
bulk of the superior sort, of the bank- and best trade-bills, 
passes through the hands of the London " bill-brokers " 
(or bill merchants, as it would be more correct to designate 
tiiem) and disconnt-houses, which include three joint-stock 
companies with large capitals and many private firms, some 
of whom are of great wealth and nndoubted standing. 

The broker's business is to buy from merchants and to 
resell to bankers ; and, a« his turnover is usually on an 
enormous scale, s very small difiercnce in the rate ia 
sufficient to remunerate him. 

Bo far as the Country banker is concerned some such 
arrangement is obviously necessary, as bills of the clf^s that 
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he reqnireH fiir hia portfolio are not to be hoi in qnantit; 
ontaide London; but, as regards the London banker, it 
needs explanation to nnderstand why he should bny from a 
broker rather than treat with holders direct. 

It is simply a qneation of division of labour. Bill-dis- 
connting is really a trade by itself, and a trade that requires 
extensive knowledge of a very special kind. The discounter 
must have the financial and moral standing of hundreds of 
commercial houses at his fingers' ends. He has to find out, 
if possible, who X is, and what his antecedents are; whether 
he speculates, or accepts too much; whether he was involved 
m the recent failure, or has lost by the fall in copper or 
silver, and so on; and, according to the mental estimate 
which he thus forms of the state of X's afiairs, he is guided 
as to the amount of X's acceptances that it is safe to hold. * 
And further, unless his mental estimate is kept posted up to 
date it soon becomes useless, so that he most always be on 
the alert for &esh information, knowledge of this sort, it 
is evident, can only be acquired by long experience and the 
exercise of great judgment; and the broker, to whom it is of 
vital importance, gives his whole mind to it. But a banker 
has DO time to devote to its intricacies. He has qaite enough 
to do to look after his own customers without having to make 
enquiries about the acceptor of every bill that he holds; and 
so, for the sake of a fractional difference in the rate, he ia 
only too glad to save trouble by buying from a broker, who 
takes the risk upon himself, and whose wealth guarantees 
immunity &om loss by bad debts. This only applies, however, 
to the larger brokers and to the companies. If the banker 
buys from the small men be practically tabes the risk himself. 

The other party to the bargain — the holder of the bill — 
also derives benefit from the arrangement, as the broker, 

n order that lie May 
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under tlie stimnlm of competitioa, givea him a better rate 
than he could obtain &om his own banker; and as the great 
tnerohants of Manchester, Lirerpool, &c., as well as those in 
London, offer the pick of their remittances in Lombard 
Street, the reaolt ia that all the best paper in the country 
comes to the one and only market. 

The brokers are also dealers in Boating money. A 
banker keeps a certain amonnt of till-money, which ^varies 
little, and a certaia balance at the Bank of England (or, in 
the case of a Conntry bank, at the London agent's) which 
also varies little, bnt his fluctuating sorplns of cash he 
lends to a broker, who allows him interest on it, deposits col- 
lateral security,* and midertakes to pay at a moment's notice- 

This " call-money " the broker employs in the discount of 
bills, and, as every shilling of it bears interest, every 
shilling must likewise earn interest or bring a loss. Con- 
seqaently, he cannot afford to keep much of a reserve; and 
as a matter of fact, he makes no serious provision for with- 
drawals, but relies on being able to repay by letting his bills 
ran off, or, in case of need, by borrowing at the Bank. 

It is of conrse evident that, nnder ordinary circnmstances, 
the incomings on any particular day of the brokers as a 
body must abont balance the outgoings, as the amount 
"called" by those bankers who are "short," makes those 
to whom it is transferred " over," and ia lent ont again by 
the latter. Bat it also frequently happens that money is 
taken clean oat of the market. When, for instance, bankers 
are preparing for dividend and coupon-payments, &□., they 
find it necessary to strengthen their balances, and the 
money "called" for that purpose has to remain locked np 
for a day or two. The brokers are then compelled to seek 
B at the Bank, which, if the applications are heavy, 
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Bometimes takes advantage of the situation b; raising the 
charge for loans to perhaps one per cent, over Bank-rate, so 
that the broker then stands in the peculiar position of 
having to borrow at perhaps five per cent, with one hand) 
while at the same time taking tn bills firom his onstomers 
at 3J per cent, or 4 per cent, with the other.* It may be 
mentioned, in passing, Uiat, for many years, the Bank re- 
fused to help the brokers by re-diaconnting for them,'' bat 
has recently relaxed the rule and now takes bills that have 
only a few days to mn. 

An increase of the " Other Securities," showing that 
recourse has been had to the Bank, sometimes affords a 
good clue to the course of the market, as it proves that the 
ontside supply of money ia running short. 

In addition to day-to-day money, btbkers hold large 
deposits at short notice; and, like the banks, base their 
deposit-rate on the Bank-rate. Unlike the banks, however, 
they have not the good-fortune to get money for nothing ; 
and, as they make their pro&t out of the difference between 
the rate at which they borrow and the rate at which they 
lend — that is to say, out of the difference between deposit- 
rate and market-rate— they have to submit to a great 
reduction of profit, if not to actual loss, whenever the 
disparity between market-rate and bank-rate is wider than 
usual. An accusation that is frequently levelled at the bill- 
brokers as a body is that of "beating down" rates and thus 
rendering the Bank-rate inoperative ; but it is obvioaB from 
the foregoing that the interest of the chief houses, which 
hold large deposits, lies in just the opposite direction. The 
real culprits, it is far more likely, are the banks themselves, 
who, rather than keep money lying idle, offer it at constantly 

• Whatever the broker may be paying for money, he oaimot poealbly 
Mtuse to discount for regular customera, and he Ib always expected to 
qnote below bank-rate. 

b This rule was made in 1858, and waa a direct consequenoe of the 
panic of the prerioua year. 
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decreasiiig pricea ttirongh the email brokers. These have 
not the capital to hold mote than a mere fraction of the 

bills they purchase, and simply act as agents, collecting 
them for their principals and paying themselves by an in- 
finitesimal difference in the rate. 

m. 

CHowever suitable bills may be as an inrastment for loan- 
able capital, the outlet thereby provided is totally inadequate 
to carry off oven a moiety of the handreda of millions for 
which amploymeat has to be found; and the banker, being . 
forced to look elsewhere for means to mobilize the greater 
part of his customers' money, resorts, as was already stated, 
to Loans and Advances, which, in point of m^uitude, 
oonstitnte his principal assatsJ These are divisible into two 
classes:— 

(a) Miscellaneous Advanoee, moh as overdrafts, loans to 

traders and others on personal security, or against 
the pledge of bills of lading, dock-wamtnts, title- 
deeds, &c., and 

(b) Loans on the London Stock Exchange. 

The first-mentioned may be dismissed in a few words. 
Being transactions of a special nature, each application ia 
dealt with on its meritB, and the rate charged by the banker 
for the accommodation varies according to the circnm- 
stances of the case, but is usually based upon bank-rate. 

As regards the second class, there still remains, after 
every legitimate demand of commerce has been duly met, a 
very large surplus to place ont, and the whole of this surplus, 
practically speaking, is disposed of in loans from fortnight 
to fortnight on the London Stock Exchange. The attraction 
presented by this mode of employment lies in the fact that, 
while involving little risk or trouble, it yields a relatively 
high return. For the years 1887 to 1890, to quote instances, 
the average rates charged to stockbrokers were : ^ 
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13 7 


9 


per 


cent, p 


1888 


£3 5 


6 






1889 


£3 10 


9 




J 1' 


1890 
1891 


Mi 13 

^3 2 


6 
8 




„ „ 



fhe nieaD lieing aboQt the same as the average bank-rate 
for that period. 

From tlie banker's point of view a loan to the House is a 
Teiy simple and easily-managed affair. On the morning of 
Contango-Day (the first of tho three days over which the 
settlement extends) he informs his broker or brokers how 
mnch he has to lend, and neprotiates as to the rate ; .on the 
following day the broker renders a statement of the secnri- 
ties that he proposes depositing — or rather, pledging — with 
the banker as cover for the loan; and on Fay-Day the 
securities are handed in, and a cheqne given. It is 
cnstomary to insist on a marginal reserve of not less than 
10 per cent, in the cover (that is to say, for every ^1000 
lent the banker expects to receive securities worth at least 
£1100), and the rule is observed of valuing all securities at 
the so-called " making-up " price, which is officially fixed 
for each stock at every settlement. The loans invariably 
run from one settling-day to the next, and a renewal ia 
treated in every respect as a fresh transaction, the securities 
being revalued at the new making-up price, and additional 
cover g^ven if the value has fallen below the limit. As the 
banker holds the stock simply as pawnee, the property in it 
remaining with the bonrower, all dividends and due coupons 
belong to the latter, as well as the advantage, if any, derived 
from drawings. 

The ultimate destination of this borrowed money is to 
pay for stock that has been bought by speculators for the 
rise. In a certain sense, every buyer of stock is a speculator 
for the rise, inasmuch as no one buys a stock that be thinks 
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will fall, but the term is usually applied only to those who 
cannot go on holding what they have bongbt unless they 
can continue to borrow, oTj in other wordsj to those who 
buy what they cannot pay for. As is well-known, the bulk 
of the transactions that take place on the Stock Exchange 
are of a specnlatiTe nature, the bon&-fide business having 
Liaen estimated by competent judges at a bare fire per cent, 
■of the whole. 

If then the specnktive buyer, or " ball," whom we will 
assume to be one of the outside public, does not intend to 
pay for and take delivery of his purchase on settling-day, 
he tells his broker to "carry over" the bargain until the 
next account. The broker is not bound to do so, however. 
He has the right to insist on payment if he pleases, or in 
default to resell the stock and charge his client with the 
difference; but the right is rarely exercised (unless he ia 
prepared to lose his customer), and, if instrocted to " carry 
over," he does so as a matter of course. Anyone, un- 
acquainted with the practice of the Stock Exchange might 
sappose that the broker would now proceed to ascertain for 
the information of the buyer whether and on what terms the 
inside dealer {or "jobber," as he is called), who had sold the 
stock, was willing to put off delivery for a fortnight, till the 
next settling day. But this procedure, though it appears 
the natural and proper method of arranging the postpone- 
ment, would give rise to endless trouble and delay; and 
what actually occurs is that the broker, instead of opening 
up negotiations with the seller, simply pays for the stock 
himself on delivery, and raises the money by pawning the 
same or other securities with a banker. 

The banker, therefore, ultimately pays for and holds the 
stock bought by the " bull." 

If the speculator, instead of being an outsider, is a 
member of the House, he buys direct from the "jobber," 



n,s,t,..dDi. Google 



148 THB 01 

and it is then Ae latter who has to "carry orer.'' This is 
effected either ont at his own resources, or, as before, hy 
pawning the Btock. In the latter caae he maj bomw 
direct from his banker, or he may employ the agency of one 
of the lai^ brokers, who in this respect act, as it were, as 
agents for the banks, and charge the jobbw a trifle more 
than they pay themselves — the jobber finding the mar^n. 

The charge made to the speculator by the broker or 
jobber for "etorying orer" (technically known as the 
"contango") is dependent on sereral considerations; for, 
though ruled to a great extent by the value of money — 
interest being its elemantal factor — it also variea according 
to the 7olnme of specolation open for the rise, according to 
die more or less risky character of the secnrity songht to 
be " oontinaed," and according to the supposed ability of 
the specnlator to meet on erentaat loss. As it mnst be 
taken too to include the broker's remuneration for pledging 
his .credit, as well as for the use of the ten per cent, margin 
that he provides, and for bis time and troable, it is naturally 
always more than Uie banker receives. 

Besides specolation for the rise, there is another purpose 
fiv which money is borrowed by th& Stock Exchange. 
Whenever it can be had cheaply, very large suras are laid 
oot in dividend-paying securities, with a view to reahze the 
margin between the interest they yield and the rate (^irged 
tat the loan. Thus, if a detder can borrow at say 2^ per 
etnt., it wiU pay him very well to boy a Soar per cent, stock 
at par, and to impledge it on a tea par cent, maigin, the 
operation working oat as follows :-~ 

on £1100 stock he receives at the rate of £14 per 
and on £1000 borrowed thereagainst pays 26 
showing a profit at the rate (rf £19 p*r 
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oik eaoh £100 of net outlay. Until the rate begins to rise, 
this is very satisfactoiy, but immediately it goes above four 
per cent.j he moat eitlier face a loss or sell ont ; and it ia 
on the realisation Uiat the actual result depends, for, if the 
etoct should bare declined in value since he bonght, the 
prospective profit ma/ be greatly curtailed or even disappear 
altogether. 

Why the price of money should exert influence over the 
stock-markets, as everyone knows it does, is now easily 
perceived. Securities rise when money ia cheap, not only 
because the low return obtainable on capital employed in 
the outer market induces purchases for investment, but also 
because tbose yielding a fixed rate of interest are lai^ely 
bought on borrowed funds in order to secure the margin of 
profit, as just explained ; and also because light contangoes 
are in themselves an incentive to speculation for the rise. 
When money grows dear, on the other hand, prices give 
wny from the opposite causes: that is to say,becanse capita) 
can then be employed so advantageously in other directions 
that investment-buying falls off, and because those who 
previously bought on borrowed money— whether for the 
sake of the interest-difference or as a "bull" speculation — 
are forced into realisation by the onerous charges. In 
securities of the class favoured by speculators it conse- 
queutly happens that important flnctaations are sometimes 
assigned to causes that appear singularly far-fetched and 
irrelevant (a fall in American Railway Shares may perhaps 
be ascribed to a decline of the Paris cheque-rate, or to an 
advance of the Berlin bank-rate), but that are quite intelli- 
gible if the principle of this relationship is borne in mind, 
and if it is remembered that the missing-link in the con- 
nection is the effect that operators expect to see produced 
in the value of loanable capital. 
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Powers, Duties and Liabilities of Directors onder the Com- 
panies Acts, 1862-1890. 

By T, W. Hatcraft, Esq., Barnster-at-Law. Price Is. 6d. 

The Law of Innkeepers and the Licensing Acts. 

By T. W. Havcraft, Esq., Barriater-at-Law. Pnce Is. 6d. 



Copyhold Ettfranohisement with reference to the Copyhold 

Act, 1894. By Arthur Draycott. Price li. 

Pawnbroker's Legal Handbook, based npon the Act of 1872. 
By Chan-Toon and John Brucb, Esqs., Barristers. Price U. 

Sohednle D of the Income Tax, and how to deal with it 

By S. W. Flint. Price li, 

The Neutral Ship in War Time, Bights, Daties and Liabilities. 

By Albert Saunders. Price U. 

CFiminal Evidence Aet, 1898. 

With Explanatory Notes. By Charles Brontb Moroan. Price li, net. 

Law Belating to Insurance Agents, Fire, Life, Accident and 

Marine. By J. E. R. Stbphbns, Barrister-at-Law. Price Is. 

The Traders' Guide to the Lav relating to the Sale and 
Purchase of Ooods. 

By L. R. Duckworth, Esq., Barrister-at-Law. Price U. 6d. 

A Gonmlete Summary of the Law Relating to tiie English 
Newspaper Press. • 

By Lawrbnob Duckworth, Barrister. Price Is, 

Law Affecting the Turf, Betting and Gaming-Hooses and 

the Stook Exchange. 

By Lawrence Duckworth, Barrister. Price Is. 
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ALDENHiM, LORD (H. H. GIBBS). 



AMERICAN EXCHANOE RATEfi. 



Calculated from $4,75 to $4.95, to Suit any Range of Ex- 
change in American Shares or Produce. Price 40i. net. 



ARNOLD, WILLIAM. 



ATTFIELD, J. B. 

English and Foreign Banks : a Comparison. 

Contents: The Constitution of Banks; The Branch S 
The Functions of Banks. Price Si. 6d. net. 



General and Comparative Tables of the World's Statistics. 
Area and Population, Religion, Finance, Currency, Army, Navy, 
Railways and Telegraphs, Capitals and Towns, Time at Capitals, 
etc. On a Sheet 36 x 22. Price li. net. 

1899, revised to the End of March. 

" A iDMt idminble chart. In [act it is ' The Statoman'a Y»r Book ' id a DUIihe]]."— 
K'lsMitailw Giuittt. 



BARCLAY, ROBERT. 

The Disturbance in the Standard of Value, 
enlarged Edition. Price Zi. 



BATT, T. 

First Elements of Legal Procedure. Price 3s. 6d. net. 

BEEHAN, G. B.,and FREDC. C. MATHIESON AND SONS. 

Australian Mining Manual: a Handy Guide to the West 

Australian Market. Price 4j. net. 

" ItB mhape and fleaibility fit ii for the siAt pocket, and the Infonutioo it coaiajna aeema 
to be all that can b< dnlred.''— Dsilj' Chnmklt. 
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BEAUBE, Prof. A. 

Manuel pratique de la Correspondance et des operations de 
Commerce. {Part I.) Price li. 6i^. net. 

Partie appliqu6e, avec trait6 pratique des Operations de 
Bourse. (Part 11.) 3i. Sd. net. 

A Collection of 



Th^orie et Pratique de la Monnaie. Tome premier, Traits 
Tbeorique de la Monnaie et Statistique des M^taux Pr^ieux. 
Price 3i. Sd. net. 

Histoire de la Politique Monetaire Statistique des Prappes et 
Mouvement des Metaux Pr^cieux dans les principaux pays. 
Tome II. Price 5s. net. 



Half-yearly Comparative Analysis of the Balance Sheets of 
London Joint Stock and Private Banks. February and August. 
Sheets, Is. Bound leather, price 5i. 



BLACKWELL, P. T., B^. 

The Law relating to Factors : Mercantile Agents who sell and 

buy goods on commission, and who have goods entrusted to their 
care, including the Factors Act, 1889, and the repealed Factors 
Actg. Price Sj, net. 



BOOTH, A. A., and M. A. GRAINGEa 



By means of a small ruler and a table of lines the true yield on a 
bond or stock purchased at a given price, which is redeemable either 
at or above par. can be obtained at once without calculation of any 



BORLASE, W. C, H.A. 

Tin Mining in Spain, Past and Present. Price 25. 6d. 
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BOBANQUET, BERHARD T. 

Universal Simple Interest Tables, showing the Interest of 
any aura for any number of days at 100 different rates, from i to 
12^ per cent, inclusive ; also the Interest of any sum for one day 
at each of the above rates, by single pounds up to one hundred, 
by hundreds up to forty thousand, and thence t^ longer intervals 
up to £fty million pounds. 8vo, pp. 480. Price 21j. cloth. 



BOURNE'S INSURAKCE PUBLICATIONS. 

Directory. Cloth, price 5s. ; post free, Ss. 6J. (Annual.) 

Handy Assurance Manual. In Card cover. Is., by post, Is. 2d. ; 
in Cloth cover, li. &^., by post, 1;. M. ; in Pocket-book, with 
convenient pocket, 2i. id., by post, 2s. id. (Annual.) 

Guides. (Monthly.) 

January — The Handy Assurance Guide — Seventeenth Year, 
February — Annual Bonuses. March — Expense Ratios at Life 
Ofllces. April — The Handy Assurance Guide. May — New L4fe 
Business and its Cost. iJune— The Handy Fire Insurance 
Guide. July — The Handy Assurance Guide. August— Valuation 
Summaries. September— Expense Ratios of Life Offices. 
October — The Handy Assurance Guide. November— New Life 
Business and its Cost. December — Premium Rates. 

They are clearly printed on cards folding to 5 in. by 3 in., and 
giving in a singularly compact end convenient form the latest 
statistics of all the Offices, Price 3d., by post, SAif. ; per dozen, 
2j. 6rf. ; per 100, 16i. &i. 

Insurance Magazine. Edited by William Schooling. 
Monthly. Subscription, 7i. per annum, post free. 



BROWNLEE'S HANDBOOK OF BRITISH COLDHBIAN 
HININO LAWS. 

For Miners and Prospectors. Price \s. net. 



BURGON, JOHN WILLIAM. 

Life and Times of Sir T. Gresham. Including notices of 
many of his contemporaries. In two handsome lai^e octavo 
volumes, embellished with a flue Portrait, and twen^-nine other 
Engravings. Published at 30i. OS^tkA at the reduced price of \Qs. 



CARISS, ASTRUP. 

Book-keeping by Double Entry : explaining the Science and 
Teaching the Art. Second Edition. Price &. 
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CASTGLLI, G. 

Theory of " Options" in Stocks and Shares. Price 2s. net. 



OHAMIEB, DANIEL. 






CLABE, GEORQE. 

A Money Market Primer and Key to the Exchanges. Second 



COBB, ARTHUR STANLEY. 

Threadneedle Street, a reply to " Lombard Street," and an 
alternative proposal to the One Pound Note Scheme sketched by 
Mr. Goscfaen at Leeds. Price 5i. 

Mr, Goschen said at the London Chamber of Commerce, " Mr. 
Stanley Cobb proposes an alternative to my plan, and I recom- 
mended the choice between the two". 

GOUHBE, E. H., B.A. (Lond.). 

A Manual of Commercial Correspondence. Including Hints 
on Composition. Explanatians of Business Terms, and a large 
number of Specimen Letters as actually in current uBe, together 
with Infktrmation on the General Commercial Subjects treated 
in the Correspondence. Price 2s. 6d. net. 

GBOSBIE, ANDREW, and WILLIAM a LAW. 

Tables for the Immediate Conversion of Products into 
Interest, at Twcntjf-nine Rates, vit. : Prom One to Eight per cent, 
inclusive, proceeding by Quarter Rates, each Rate occupying a 
single opening. Hundreds of Products being represented by 
Units. Third Edition, improved and enlarged. Price I2i. 6cl. 

CUHHINS, CHABLES. 

2| per cent. Interest Tables on £1 to £20,000 for 1 to 365 
days. Price Si. net. ■■ 

Formation of the Accounts of Limited Liability Companies, 
price Si. net. 



CUTHBERTSON, CLIVE, B.A. 

A Sketch of the Currency Question. Price 2s. net. 
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DEL MAR, ALEX. 

History of the Monetary Systems in the various States. 
Price 15s. net. 

List of Chaptbrs.— I. India from the Earliest Times. II. 
Ancient Persia. III. Hebrew Moneys, IV. Ancient Greece. 
V. Rome B.C. 369 to A.D. 1204. VI. The Sacred Character of 
Gold. VII. Pounds, Shillings and Pence. VIII. Gothic Moneys. 
IX. Moslem Moneys a.d. 622-1492. X. Barly English Moneys. 
XI. Moneys of the Heptarchy. XH. Anglo-Norman Moneys, 
XIII. Early Plantagenet Moneys. XIV. Later Plantagenet 
Moneys. XV. The Coining Prerogative. XVI. Saxony and 
ScandiaaviB to Date, XVII. The Netherlands to Date. XVllI. 
Germany to Date. XIX. Argentine Confederation to Date. XX. 
Private Coinage. 
The Science of Money. Second revised Edition. Demy 8vo, 
price 6i. net. 

Chaptsrs on— Exchange. Value ss a Numerical Relation. 
Price. Money is a Mechanism. Constituents of a Monetary 
Mechanism. History of Monetary Mechanisms. The Law of 
Money. The Unit of Money is all Money. Money contrasted 
with other Measures. Limitation is the Essence of Moneys. 
Limitation : a Prerogative of the State. Universal Money a 
Chimera. Causes and analysis of a Rate of Interest, Velocity 
of Circulation. Relation of Money to Prices. Increasing and 
Diminishing Moneys. BITects of Expansion and Contraction, 
The Procession of Prices, Revulsions of Prices. Regulation of 

DE SEGDMDO, E. 

The Rapid Share Calculator. For Calculating j^ths, Aths, 
and iignds. Price lOi. 6d. net. 

DONALD, T. 

Accounts of Gold Mining and Exploration Companies. With 
Instructions and Forms ftir rendering the s: " ' 

Second and Enlai^ed Editior " """ " "^ 

DRAPERS' ACCOUNTS. 



DUNCAN, W. W. 

Profits versus Dividends on the Stock Exchange. Price 
2s. 6d. net. 
EASTON, H. T. 

Banks and Banking. Price 3s. &d. 

"The ^vI>^k ahDin thit be has Biudicd Ibe HUbiect with ultcBUon, aod [t alio givii 
evidence of ■ piacrEical knowled^ of the subject," — Athenaum- 

The Worit of a Bank. Price 2s. 
ELLIB, ARTHUR. 

Rationale of Market Fluctuations. Third Edition. Price 

7s. ed. 
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ELLISON, THOMAS. 

Cotton Trade of Great Britain. Including a History of the ]/ 
Liverpool Cotton Market and the Liverpool Cotton Brokers 
Association. Price ISs. 

EMERY, G. F., LL.M. 

Handy Guide to Patent I.>aw and Practice. Price 6^. net. 

-' Clearly ud condscly written, inil leetni to contiiti nil Infoimition (bit <so[ uuliul 
vilue."— LflB Tima. 

ENNIB, GEOfiGE, and EMNI8, GEORGE FRANCIS HAC- 
DANIEL. 

The Registration of Transfers of Transferable Stocks, Shares, 
and Securities ; with a chapter on the Forged Transfers Act, and 
an Appendix of Forms. Price 7i. &f. 

EVANS, L. WORTHINOTON, Solicitor, Haoknll Prizeman, 
etc. 

" Notes on the Companies Act, 1900, with Forms. Price 4j. 

FENN. 

Fenn on the Funds. Containing Details and Histories of the V/ 
Debts, Budgets and Foreign Trade of all Nations, together with 
Statistics elucidating Che Financial and Economic Progress and 
Position of the various Countries. Sixteenth Edition, thoroughly 
Revised. Price 15j. Edited by S. F, Van Oss and H. H.Bassett. 

rision hu given ■ fresh leise of life to Ihis utefDl occapmil of the 
il'i i^Avti'—Daiiy Graphic. 
'e book of reference."— />«(> News. 

GABBOTT, E. R. 

How to Invest in Mines 
Company and the Market. 

OARRATT, JOHN. 

Exchange Tables, to convert the Moneys of Brazil, the River 
Plate Porta, Chili, Peru, Ecuador, Califomian, China, Portugal, 
Spain, etc. (Milreis and Reis, Dollars and Cents), Pesetas and 
Centimes, into British Currency, and vice nersd, varying by 
eighths oiF a penny. Price lOi. Sd. 

GASKELL, W. H. 

Silver Tables, showing relative equivalents of Bar Silver in 

London and New York. Vol. 1,— From 47 cents to 67 cents: 

Vol. II, — From 67 Cents to 87 cents, U.S. Currencyi ascending 

by l/6th, at Exchange of t4.80 to 14.90 per £ sterling, ascending 

<- t» l/4th of a cent. Price 15]., 2 vols. ; or if sold separately, price 

GIBBS, Hon. HERBERT. 

A Bimetallic Primer. Third Edition, revised. Price Is, net. 

GILBERT. 

Interest and Contango Tables. Price lOs. net. 
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OOLDHANN, CH&ItLEB SYDNEY, F.B.a.S., vith the co- 
operation of JOSEPH KITCHIN. 

South A&ican Mines; giving the PoBition, Results and 
Developmenta of all South African Mines; together with an 
Account of Diamond. Land, Finance and kindred cancema. In 
three volumes. 

Vol. I. — Devoted todetailed DescriptioasofallWitwatersrand 
Mining Com^nies, containing about SOO pases. 

Vol: ll.—^Dealing with Mining Companies other than Rand, 
together with Rhodesian, Diamond, Finance, Investment, Land, 
and Miscellaneous Companies. It contains about 220 pages. 

Vol. III.'-IOO Maps and Plana of Mining Properties, including 
a law Scale Map of the Rand in seventeen sections, together 
with dip, tonnage and other charts. 
Price (net) S3 3s. 
The Financial, Statistical and General History of the Gold 
and other Companies of Witwatersrand, South Africa. Price 
12i. 6(i. net. 

GOSCHEN, the Right Hon. Viscoont. 

Theory of Foreign Gxchanges. Ninth Thousand. 8vo. 
Price 6j. 

GDHER8ALL. 

Tables of Interest, etc. Interest and Discount Tables, 
computed at Z], S, 3i, 4, 4i and 5 per cent, from 1 to 36S dajts 
and from £1 to £20,000; so that the Interest or Discount on an; 
sum, for any number of days, at any of the above rates, may be 
obtained by the inspection of one page only. 

Nineteenth Edition, in 1 vol, , 8vo (pp. 500), price lOj. &i„ cloth, 
or strongly bound in calf, with the Rates per cent, cut in at the 
fore-edge, price 16i. 6ij. 



HAH'B 

Customs Year-Book. A new List of Imports and Exports, 
with Appendix and a brief Account of the Ports and Harbours of 
the U-nited Kingdom. Published Annually. Price 3s.; with 
' Warehousing Supplement, As. Sd. net. 

Inland Revenue Year-Book. The recognised book of Legal 
Reference for the Revenue Departments. Published AnnuaUy. 
Price 3j. ; with Warehousing Supplement, 4i. 6d. net. 

HAM, PAHTON. 

Universal Interest Table. For Calculating Interest at any 
Rate on the Moneys of all Countries. Price 2i. 6d. net. 

HARLOW. 

Examination Questions in Book-keeping. Price 2s. 6d. 
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HAUPT, OTTOMAR. 

Arbitragea et Parit6s. Traits des Operations de Banque, 
contenant les usages commerciaux, la th6orie des changes et 
monnaies, et la statistique mon^taire de touB les pays du globe. 
HuitiJine edition. Price 12t, 6d. neL 

The Monetary Question in 1892. Price 5r. 

HENSELIN, ADOLF. 

Ready Reckoner by which multiplication of factors from 
1 X 1 to 999 X 999 can be seen at a glance, and those of still larger 
numbers can be eSected with the utmost rapidity. By these 
tables the divi^on of any one number by another can also be 
done. T<^£Cher with Calculating Tables Cor circles. Price 
as. net. 

HIBBERT, W. HEHBHABD, LL.D. 

The Law relating to Company Promoters. Price 5s. 

HIGGIHS, LEONARD R. 

The Put-and-Call. Price 3s. 6d. net. 

HIGGINSON, CHARLES J. 

Food and Drugs Adulteration: A Manual for Traders and 
Others. Being a Consolidation of the Sale of Food and Drugs 
Act. 1875; Sale of Food and Drugs Amendment Act, 1879; 
Margarine Act, 1887 ; Sale of Food and Drugs Act, 1899. Price 
2i. 6rf. net. 

HOWAHTH, WM. J 

Our Clearing Banl<ing System and Clearing Houses. Third 

and Enlarged Bdition. Price 3i. ^. net. 

HUGHES, T. M. P. 

Tables for ascertaining the true return of Interest 
Investments in either Permanent or Redeemable Stocks or 
ids, at any rate per cent., and Prices from 75 to 140. Price 



HUTCHISON, JOHN. 

Practice of Banking; embracing the Cases at Law and in 
Equity bearing upon all Branches of the Subject. Volumes II. 
and 111. Price 21j. each. Vol. IV. Price 15j. 



Improved Calculator, showing instantly the Value of any 

Suantity from One-sisteenth of a Yard or Pound to Five 
undred Yards or Pounds, at from One Farthing to Twenty 
Shillings per Yard or Pound. Price 7s. 6ij. 
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JACKSON, OEORQE. 

Book-keeping. A Check-Journal ; combining the advantages 
of the Day-Book, Journal and Caah-Book ; forming a complete 
System of Book-keeping by Double Entry ; with c<^iouB lUug- 
trations of Interest Accounts and Joint Adventures ; and a method 
of Book-keeping, or Double Entry by single. 

Twenty-first Edition, with the most effectual means of pre- 
venting Fraud, Error and Embezzlement in Cash Transactiona, 
and in the Receipt and Delivery of Goods, etc. Price Si. 

JOHNSON, GEORGE, F.S.S., A.I.8. 

Mercantile Practice. Deals with Account Sales, Shipping, 
Exchanges, Notes on Auditing and Book-keeping, etc. Price 
2s. 6d. net. 

JONEB, CHARLES. 

The. Solicitor's Clerk : the Ordinary Practical Work of a 
Solicitor's OCBce. Sixth Edition. Price 2s. 6d. net. 

Companion to the Solicitor's Clerk. A continuation of the 
" Solicitor's Clerk," embracing Magisterial and Criminal Law, 
Licensing, Bankruptcy Accounts. Book-keeping, Trust Accounts, 
etc. New Edition. Price 2s. 6d. net. 

The Business Man's County Court Guide. A Practical 
Manual, especially with reference to the recovery of Trade 
Debts. Second and Revised Edition. Price 2s. Sd. net. 

Book of Practical Forms for Use in Solicitors' Offices. Con- 
taining over 400 Forms and Precedents in the Queen's Bencb 
Division and the County Court. Price Ss. net. 



JONES, W. HDGH. 

A Guide to the Liquor Licensing Acts. Price 2s. 6d. net. 

JOURNAL OF THE INSTITUTE OF BANKERS. 

Monthly, U. 6rf. 

JUDICIAL TRUSTEES ACT, 1S96, 

And the Rules made thereunder. By A Solicitor. Price 
2s. ed. net. 

KELLT and WALSH. 

Dollars or Taels and Sterling Exchange Tables. Compiled' to 
facilitate Exchange Calculations at the finer rates at which 
Eastern business is now done. At different rates from \s. 6d. to 

Ss. id., advancing by Sixteenths of a Penny. Price lOi. Sd. net.. 

KERR, A. W., F.S.A. (Soot.). 

Scottish Banking during the Period of Published Accounts, 

1665-1896. Si. 
- A thoroughly rudable ind InitmcHve voik.''— Banking WorU. 
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KOLKENBEGK, ALFBED. 

Rates of Stamp Duties on Bills of Exchange all over the 
World. Price Is. net. 

XECOFFRE, A. 

Tables of Exchange between France, Belgium, Switzerland 
and Great Britain ; being French Money reduced into Bngli^ 

from 25 francs to 26 francs per pound sterling, in Rates each 
advancing by a quarter of a centime, showing the value from one 
franc to one million of francs in English Money. 21i. net. 

Tables of Exchange between Germany and Great Britain, 
being German money reduced into English 20 marks 30, Co 20 
marks 70 per pound sterling. Price 15i. net. 

Tables of Exchange between Austria, Holland and Great 

Britain. Price 15i. net. 

Tables of Exchange between United States of America and 
Great Britain and vice virsd, from (4.75 to 14.95 per £, in rates 
advancingby t/I6ofacent. andby l/32ofapenny. Price25i.net. 

Universal Interest Tables at 5 per cent, on sums from £1 to 
£100,000 ; also at 5 per cent, the Interest from 1 to 100, and their 
multiples by 10, 100, 1000 and 10,000 on any Foreign Money. 
Price 21j. net. 

IiSWIB, WILLIAM. 

Tables for Boding the Number of Days, from one day to any 

other day in the same or the following year. Price I2s. 6ij. 

I.ITHI&Y, JOHN. 

The Law of District and Parish Councils. Being the Local 
Government Act, 1894, with an Appendix containing Numerous 
Statutes referred to in, or incorporated with, the Act itself; in- 
clgding the Agricultural Gangs Act, the Agricultural Holdings 
Act, the Allotments Acts, Baths and Woshhouses Acts. Burial 
Acts, Fairs Acts, Intent Life Protection Act. Knackers Acts. 
Lighting and Watching Act, Public Improvements Act, Public 
Libraries Acts, and numerous Extracts from the Public Health 
Act, 1875, and other Statutes. Also the Orders and Circulars of 
the Local Government Board, together with copious Notes and 
a full Index, Second Edition, revised and enlarged. Demy 8vo, 
669 pages. Price ISi. 

liOYD, A. C. 

Four Lectures on Bills of Exchange. Introductory to the 
Codifying Act, 1882, with Text of the Act. Price Ss. 6d. 

LTHCH, H. F. 

Redress by Arbitration ; being a Digest of the Law relating 
to Arbitration and Award. Third and Revised Edition. Price 5s. 

HACFEE, K. N., M.A. 

Imperial Customs Union. A practical Scheme of Fiscal 
Union for the purposes of Defence and Preferential Trade, from 
a Colonist's Standpoint. Price, cloth, 2i. 6d.; paper. Is. Sd. 
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HflE WEN'S 

Bankruptcy Accounts. How to prepare a Statement of 
Afnirs ID Bankruptcy. A Guide to Solicitors and others. Price 
2s. 6d- 

MARRACK, RICHARD, HX 

The Statutory Trust Investment Guide. The particulars as 
to Investments eligible, cocnpiled and arranged by Predc C. 
Mathieson and Sons. Second Edition, revised and enlarged. 

" We Ihlnk Ibe muthorg hu>e eieculcd tha<r t»li weU, ud lh(t their book »iU be found 
produce > vefj' eicelleni book. — i-ait QuaniTly ReiHta, 

MATHIESON, FREDa C, & SONS. 

Monthly Traffic Tables ; showing Traffic to date and giving, 
as comparison, the adjusted Traffics of the corresponding date io 
the previous year. Price Sd., by post Id. Monthly. 

American Traffic Tables. Monthly. Price 6^., by post, 7d. 

Highest and Lowest Prices, and Dividends paid during the 
past six years. Annually, Price 2i. 6d. 

Provincial Highest and Lowest Prices as quoted on the 
following Stock Bxchanges : Birmingham, Dublin, Bdinbuivh, 
Glasgow, Leeds, Liverpool, Manchester and Sheffleld. AnnuaOy. 
Price 2j. 6d. 

Six Months' Prices and Dates. Uniform with " Highest 
and Lowest Prices". Annually, in July. Price 2j. 6d. 

Handbook for Investors. A Pocket Record of Stock Ex- 
change Prices and Dividends for the past ten years of the 
Fluctuating Securities. Price 2s, 6d. net. 

Investor's Handbook of Railway Statistics, 1881-190L 

Annually. Price Is. 
Investor's Ledger. Price 3s. 6d. net. 
Monthly Mining Handbook. Price Is. net. 
Redeemable Investment Tables. Calculations checked and 

extended. By A. Skbnb Smith. Price ISi. net, 

HADDE, WILLIAM C, Barrister-at-Law. 

Property Law for General Readers. Price 3s. Gd. 

MAY, J. R. 

Institute of Bankers' Examinations. Examination Questions 
in Arithmetic and Algebra for Nineteen Years. lt<80.1898, with 
Answers. Two Parts, Preliminary and Fintd. U. 6d. each. 

MELIOT'S 

English and French Explanatory Dictionary of Terms and 
Phrases relating to Finance, the Stock Exchange, Joint-Stock 
Companies and Gold Mining. Price Si. net. 
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HELBHEIHEfi and GARDNER. 

Law and Customs of the London Stock Bschange. Third 
Edition. Price 7s. 6d. 

HERGES, F. A. D. 

Indian Exchange Tables. A New Edition, showing the 
CoDversJon of English Money into Indian Currency, and vict 
versd, calculated for every Thirty-second of a Penny ; from Ii. to 
li. 6cf., price 15i. net. \ Supplements 1/ to 1/ Sl/32 5i. ; 1/1 to 
1/1 3l/S2 6s. net. 

Indian Interest Tables, from 1 to 15 per cent, per annum of 
360 and 365 days ; also Commission, Discount and Brokerage 
from 1 anna to 16 per cent. Price Bs. net. 

Indian Ready Reckoner. Containing Tables of Rates by 
Number, Quantity, Weight, etc., including fractions of a Maund, 
at any rate from J Pie to 2S0 Ra. ; also Tables of Income, Gs- 
chaoge (Is. 2d. to li, Ekf.), Interest and Commission. Sixth 
Bdition. Price 36i. net. 

HILFORD, PHILIP. 

Pocket Dictionary of Mining Terms. Third Edition, revised. 
Price li. 

NORMAN, F. B. C. 

Tables of Commission and Due Dates. Price 2s. net. 
NORMAN, J. H. 

Universal Cambist. A Ready Reckoner of the World's 
Foreign and Colonial Exchanges of Seven Monetary and Cur- 
rency Intermediaries, also the Present Mechanism of the Inter- 
changes of Things between Man and Man and between Community 
and Coromiinity. Price 12i. 6d. net. 

PALORAYE, R. H. INGLIS. 

Bank Rate in England, France and Germany, 1844-1S78, with • 
remarks on the causes which influence the rate of interest 
charged, and an analysis of the accounts of the Bank of England. 

Price IOj. 6d. 

PETHERICK, EDWARD A. 

Australia in 1897. The Country and its Resources, Popu- 
lation, Public Works and Finances. With Two Maps. Second 
Edition. Paper, Ij. 6ii. ; cloth, 2j. 6J. 

PHILLIPS, MABERLT. 

A History of Banks, Bankers and Banking in North- 
umberland, Durham and North Yorkshire, illustrating the com- 
mercial development of the North of England from 17SS to 1894. 
With numerous Portraits, Fac-similes of Notes, Signatures, 
Documents, etc. Price 31i. 6d. 

Token Honey of the Bank of England, 1797-1816. Price ' 
2t. Bd. net. 
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PITT-LEWIS, G., Q.C. 

A Handbook of River Law on the Thames. Being a Collec- 
tion of the Acts, Orders and Regulations of General Public 
Interest of the various Public Bodies bearing Government upon 
it, for Persons visiting the Port of London and all using the 
River for Profit or Pleasure, Price 15i. net. 

POGOGK, W. A., Esq., Barristar-at-Law. 

An Epitome of the Practice of the Chancery and King's 
Bench Divisions of the High Court of Justice. Price 2i. 6d. net. 

POOR, H. V. & H. W. 

Manual of the Railroads of the United States, and other 
Investment Securities. 

Statements showing the Financial Condition, etc., of the 
United States, and of all leading Industrial Enterprises. 

Statements showing the Mileage, Stocks, Bonds, Cost, Traffic 
Gamings, Expenses and Organisations of the Railroads of the 
United States, with a Sketch of their Rise, Progress, Influence 
etc. Together with 70 Maps and an Appendix, containing a full 
Analysis of the Debts of the United States and of the several 
States, published Annually. Price 45s. net. 
The Money Question, A Handbook for the Times. Price 

PROBYN, L. C. 

Indian Coinage and Currency. Price 4s. 

QUESTIONS ON BANKING PRACTICE. 



RAIKES, F. W. (His Honour Jadga), Q.C, LL.D. 

The Maritime Codes of Spain and Portugal. Price 7s. 6d. net. 

" Dr. Ruiia ia known » ■ pcofonod Bludenl of muitime juris[«iideau, ud tae bu beta 
■bit 10 UB= bii Itnowtedge in i number of noies, in wbich (be Uw of Englsnd and of othet 
couDIiics IB compued with tbat of (he Ib«i>D Feninsulii,"— Law Jaumai. 

Maritime Codes of Holland and Belgium. Price 10s. 6d. 

net. 
Maritime Codes of Italy. Price 12s. &d, net. 

RICHARDSON, GEORGE HENRY. 

Book-keeping for Weekly Newspapers. A Manual for News- 
paper Managers and Clerks. With an Introduction by H. Calder 
Marshall, Chartered Accountant. Second Edition, entirely re- 
written and enlarged. Price Zs. 6d. net. 

RICHTER, HENRY. 

The Corn Trade Invoice Clerk. Price Is. net 
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Share and Stock Tables ; comprising a set of Tables for 
Calculating the Cost of any number of Shares, at any price from 
l-16th of a pound sterling, or li. 3d. per share, to £310 per share 
in value ; and from 1 to SOO shares, or from £100 to £SO,000 stock. 
Seventh Edition, price 5i, 

ROYLE, WILLIAM. 

Laws relating to English and Foreign Funds, Shares and 
Securities. The Stock Exchange, its usages, and the Rights of 
Vendors and Purchasers. Price 6i. 



RUSSELL, H. k. H. 



RUSSELL, RICHARD. 

Company Frauds Abolition. Suggested by a review of the 
Company Law for more than half-a-century. Price li. 6d. 

RUTTER, HENRY. 

General Interest Tables tor Dollars, Francs, Milreis, etc., 
adapted to both the English and Indian Currency, at rates 
varying from 1 to 12 per cent, on the Decimal System. Price 
lOs. 6d. 

SAWYER, JOHN. 

Practical Book-keeping. Suitable for all Businesses. Price 



Universal American Dollar Exchange Tables, Epitome of 
Rates from $4.80 Co t4.90 per £, and from 3s. iOd. to is. 6d. per •, 
with an Introductory Chapter on the Coinages and Exchanges of 

the World. Price lOi. 6rf. 

Universal Dollar Tables. Complete United States Edition. 

Covering all Exchanges between the United States and Great 

Britain. France, Belgium, Switzerland, Italy. Spain and Germany, 

Price 21j. 
Universal Interest and General Percentage Tables on any 

given amount in any Currency. Price Is. 6d. 
English-German Exchange Tables, from 20 marks to 21 per 

£ by '025 mark per £, progressively. Price Si. 

8ENH0DSE, R. HINTON-, and G. F. EHERY, Barristers. 
Accidents to Workmen. Being a Treatise on the Employers' 
Liability Act, 1880; Lord Campbell's Act, and the Workmen's 
Compensation Act, 1898. Demy 8vo. cloth. Price 15s. 
Case Law of the Workmen's Compensation Act, 1897. New 
and Enlarged Edition. 3s. ed. 
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8HEABHAN, HONTAGDE, fUtd THOS. W. HAYCRAFT. 

London Chamber of Arbitration. A Guide to the Law and 
Practice, with Rules and Forma. Second Edition. Price 2i, Sd, 

SHEFFIELD, OEOROE. 

Simplex System of Solicitors' Book-keeping. Price 3j. Qd. 
net. 

SIH0N80M, PAUL F., H.A. (Ozon.). 

A Treatise on the Law Relating to Debentures and Debenture 
Stock, issued by Trading and Public Companies and by Local 
Authorities, with forms and precedents. S21 pp., royal 8vo. 

Second Edition. Price 21.. 

'* ComprehenHlve, wdl-pUmncd mid retiable." — Law JtmrnaL 

8IH0N80N, P. F. 

The Companies Act, 1900, with Commentaries'. Price 5s. 
SMITH, A. SKENE. 

Compound Interest : as exemplified in the Calculation of 
Annuities, immediate and deferred. Present Values and Amounts, 
Insurance Premiums, Repayment of Loans, Catntalisation of 
Rentals and Incomes, etc. Second and Enlarged Edition. Price 



SMITH, JAMES WALTER. 

The I^w of Banker and Customer. New and Revised 
Edition. Price Si. 

STEPHENS, T. A. 



STEVENS, W. J. 

Home Railways as Investments. Second Edition. Price 
2s. 6d. net. 

" An Inleceidng ind InstrDctive ifhiIm."— DaiJy CknmicU. 

STEWART, F. S. 

English Weights with their equival^ts in Kilogrammes 
calculated from 1 pound to I ton by pounds, and from 1 ton to 
too tons by tons. Compiled expressly for the usenf Merchants 
and Shipping Agents to facilitate the making out the documents 
for Foreign Custom Houses. Price 2i. 8rf, net. 

STOCK EXCHANGE OFFICIAL INTELLIGENCE; 

Being a carefully compiled firicii of information regarding British, 
American and Foreign Stocks, Corporation, Colonial and Govern- 
ment Securities. Railways, Banks, Canals, Docks, Gas, Insurance, 
Land, Mines, Shipping, Telegraphs, Tramways, Water-works and 
other Companies. Published Annually under the sanction of the 
Committee. Price SOt. 
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STRONG, W. R. 

Short-Term Table for apportioning Interest, Annuities 
Premiums, etc., etc. Price 1j. 

STDTFIELD, 6. HERBERT, and CAUTLEY, HENRT 
STBOTHEB. 

Rules and Usages of the Stock Exchange. Containing the 
Text of the Rules and an Explanation of the general course of 
business, with Practical Notes and Comments. Third and 
Revised Edition. Price 8s. net. 
TATE. 

Modern Cambist A Manual of Foreign Exchanges. The- 
Modem Cambist ; forming a Manual of Foreign Exchanges in the 
various i^Krations oF Bills of Exchange and Bullion, according to 
the practice of all Trading Nations ; with Tables of Foreign 
Weights and Measures, and their Equivalents in English and 

" A work of greai cicelleDtc. The cut which hu reodend ihii a sundinl woik ia atilk 
^Smb otlonign naliom."— r** Tima. 

Twenty-third Edition. By Hbrhann Sckhii>t. Price 12i. 
Counting House Guide to the Higher Branches of Com- 
mercial Calculation. Price 7j. Sd. 
TATLER, J. 

Red Palmer. A Practical Treatise on Fly Fishing. Fourth. 

Edition. Price li. 6d. net. 
A Guide to the Business of Public Meetings. The Duties 
and Powers of Chairman, with the modes of Procedure and Rules- 
of Debate. Second Edition. Price 2s. 6d. net. 
The Public Han: His Duties, Powers and Privileges, and. 
how to Exercise them. Price 3i. 6d, net. 

VAN DE LINDE, GERARD. 

Book-keeping and other Papers, adopted by the Institute- 
of Bankers as a Text-book for use in connection with thein 
Examinations. New and Enlarged Edition. Price 6s. 6d. net.. 

YAH OSS, 8. F. 

. American Railroads and British Investors. Price 3s. 6d. net. 
Stock Exchange Values: A Decade of Finance, 1885-1896. 
Containing Original Chapters with Diagrams and Tables giving. 
Reviews of each of the last Ten Years— Trade Cycles— The, 
Course of Trade, 1884 to 1894- Silver— New Capital Created, 
1SS4 to 1894— The Money Market, 1884 to 1894— Government 
and Municipal Securities— Colonial Securities — Foreign Govern- 
ment Securities — Home Railway StocliB — American Railway s- 
— Foreign and Colonial Railways and Miscellaneous Securities. 
Together with Charts showing at a glance prices of principal 
securities for past ten years, and Highest and Lowest Prices 
year by year (1885 to 1894 inclusive) of every security officially 
quoted on the Stock Exchange, with dates and e-' a. ._...- 
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VALLACH, HENBT. 

West African Manual. With 2 Sketch Maps. Fourth Edition, 
Enlarged. Price 4i. net. 

WALLI8, E. J. 

Thirty Full-page [llustratioosof the Royal Botanic Gardens, 
Kew, from Photographs taken by Permission. Price 2s. 6d, net. 

WARMER, ROBERT. 

Stock Exchange Book-keeping. Price 2s. %d. net. 

WARREN, HENRY. 

Banks and their Customers. A Practical Guide for all who 

keep Banking Accounts, from the Customers' point of view. By 
the Author of "The Banks and the Public". Fourth Editimi. 



> WILEHAN, J. P., C.E. 



WILHELH, JOHN. 



Comprehensive Tables of Compound Interest (not Decimals) 
on £1 , £5, £25, £50, £75 and £100. Showing Accumulations Year 
by Year for Fifty Years at Rates of Interest from 1 (progressing J) 
to S per cent. Price 2s. &f. net. 



Parities of American Stocks in London, New York and 
Amsterdam, at all Rates of Exchange of the day. Price 2s. 



Author's Guide. A Guide to Authors; showing how to 
correct die press, according to the mode adopted and understood 
by Printers. On Card. Price W. 

Investment Table : showing the Actual Interest or Profit 
per cent, per annum derived from any purchase or investment at 
rates of interest from 2j to 10 per cent. Price 2s. net. 

WOODLOCK, THOMAS F. 

The Anatomy of a Railroad Report. Price 2s. 6d. net. 

'^Careful pcrvealctftbiiuHkiL work will cnabEe tbe poLaaiii ui AmericAU railroul report 
ito be gTK^psd wilboul diffioully."— StdJiif . 
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RECENT PAMPHLETS. 
Expansion of Trada in China. 



The Insopance QneBtion. 

Plainly treated for Plain People. Life— Fire— Accident, < 
P. Hei 



A Century of Copper. 

Part I., Statistics. By Nicol Brown and C. Corbbtt Turkbull. 
^Out of print.) 

Part 11., Expansion of the Industry ; Cost of Bxtraction ; Uses of the 
Metal; Distribution of Ore, etc. Price 5$. 

Cora'Trade and Option Markets Considered in Relation to 
Social Eoonomio Problems. 

By F. Hahhbspahr. Price 2i. 6d. 

Indian Correnoy. 

An Essay. By William Fowlbr, LL.B. Price Is. 

The Indian Finance DifBonlty. 

A Solution. [>rice 6d. 

Sn^ested Alterations in the Banb Act of 1844. 

By an Ex-Bank Mahaoer. Revised Edition. Price It. 

Cost Price Life Assnranoe. 

A Plain Guide to OfBces yielding 2 and 4 per Cent. Compound Interest 
per annum on Ordinary and Endowment Policies. Third Edition^ 
By T. G. Rose. Price 6d. 

The Currency of China. 

(A Short Enquiry). By Jahbs K. Mobribon. Price li. 

Usefal Information for Gold Mining Investors. 

By R. H. Charlton. Price li. 

From Veld and " Street ". 

Rhymes more or less South African. By M. B. Grevillb. Price Is, 
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Pamphlets, etc., on Bimetallism. 

BULL'S CURRENCY PROBLEM AND ITS SOLUTION. 
Cloth, 2i. ad. 

DICK'S INTERNATIONAL BULLION MONEY. Price 6rf. 

DOUGLAS (J. M.) GOLD AND SILVER MONEY: A Vital 
British Home Question, with Tables of Average Prices at Commodities 
and Silver from 1846 till 1892. Price 6d. 

GEORGE'S THE SILVER AND INDIAN CURRENCY 
QUESTIONS. Price li. 3d. 

GOLD STANDARD (THE). A Selection from the Papers 
issued by the Gold Standard Defence AsBociatioa, 1895-1898. Price 
2j. 6d. 

LEAVER'S MONEY: its Origin, its Internal and International 
Rise and Development. Price Is. 

MEYSEY-THOMPSON'S (Sm HenBv M., B»rt.. M.R) PRIZE 
ESSAY. Injury to British Trade and Manufactures. Bj Geo. 
Jahibson, Esq. Price Sd. 

MILLER'S DISTRIBUTION OF WEALTH BY MONEY. 
Price Ij. 

MONOMETALLISM UNMASKED ; OR THE GOLD MANIA 
OP THE NINETEENTH CBNTURV. By A Senior Optihb. 04. 

NORMAN'S PRICES AND MONETARY AND CURRENCY 
EXCHANGES OF THE WORLD. Price 6d. 

NORMAN'S SCIENCE OF MONEY. Price is. 

NOTES OP MONEY AND INTERNATIONAL EXCHANGES. 
By Sir J. B. Pkbab. Price Is. 

PEARSE'S RUDIMENTS OF THE CURRENCY QUESTION i 
explaining the principal terms used in the Currency Controversy. By 
William Pbabbb. Price 6d. 
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SCHMIDTS SILVER QUESTION IN 4TS SOCIAL AS- 
PECT. An Enquiry into the Bxistiog Depression of Trade and the 
present position of the Bimetallic Controversy. By Hbrhann Schmidt. 
Price Sj. 

SCHMIDT'S INDIAN CURRENCY DANGER. A criticism 
of the proposed alterations in the Indian Standard. Price U. 6d. 

SEYD'S SILVER QUESTION IN 1893. A Simple Explan- 
ation. By Brkest Seyd, F.S.S. Price 2!., cloth, 

SEYD'S BIMETALLISM IN 1886; AND THE FURTHER 
PALL IN SILVER. By Ernest J. P. Sbyd. Price U. 

SMITH'S BIMETALLIC QUESTION. By Sah. Smith, Esq., 
H.P. Price 2i. W. 

SOWERBY'S THE INDIAN RUPEE QUESTION AND 
HOW TO SOLVE IT. Price 6d. 

THE GOLD BUG AND THE WORKING HAN. Price 6f. 

TWIGG'S PLAIN STATEMENT OF THE CURRENCY 
QUESTION, with ReasoDS why we should restore the Old English Law 
of BimetRlliBin. Price 6d. 

ZORN'S THEORY OF BIMETALLISM. Price 3d. 



ACER'S TELEGRAM CODES. 
Tha A T Z Telagram Code. Consisting of nearly 30,000 Sen- 



The Simplex Standard Tele^am Code. Consisting of 205,500 
Code Words. Carefully compiled in accordance with latest Convention 
rules. Arranged in completed hundreds. Printed on hand-made paper ; 
strongly bound. Price £6 5i. 

The Duplex Combination Standard Code. -Consisting of 

150,000 Words. With a Double Set of Figures (or every Word, thus 
aSbrding export unity for each PigureSystemofTelegraphingtobeused. 
Every word has been compiled to avoid both literal and telegraphic 
similarities. Price £4 At. 
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The Extension Daplez Ooda of about U,000 more Words. 

These are published with the view to being either used in connectiOD 
with the " Duplen," or for special arrangement with the Figure System 
for Private Codes by agreement. Price £1 Ii. 

The Complete Duplex Code, of 195,000 Words in Alphabetical 
and Double Numerical Order, i.e., the above two Codes bound together. 
Price £5 5i. 

Ager'B Standard Telegram Code of 100,000 Words- Compiled 

from the Languages sanctioned at the Berlin Telegraph Convention- 
Price £3 3i. 



Ager's Telegram Code. 56,000 good Telegraphic Words, 45,000 
of which do not exceed eight letters. Compiled from the languages 
sanctioned by the Telegraph Convention- Third Edition. Price £2 Zi. 

Ager's Alphabetical Telegram Code. The Code Words in 

se(]uence to the 150,000 Woi^s in the Duplex Standard Code. Price2Si. 
Two or more copies, 21i. each. 
N.B. — Can also be obtained bound up with the Duplex or PreBi Code. 

Ager's Telegraphio Primer. With Appendix. Consisting of 

about 19,000 good English and 12,000 good Dutch Telegraphic Words. 
12,000 of these have sentences. Price 12i. 6d. 

Ager's General and Social Code, For Travellers, Brokers, 
Bankers and Mercantile Agents. Price lOi. ^. 



TELEGRAPH CODES. 

OFFICIAL yOCABULABT, BERNE, 1894. A few copies of 
the Original Edition. Price on application. 

Anglo-Amerioan Cable Code. Price 2]^. 

Bishop's Travellers' Telegraph Code. Specially for the Use of 

Tourists. Compact and bound conveniently for the Pocket. Weight 
only 2 oz. Price Is. net. 

Broomhall's Comprehensive Cipher Code. IVlining, Banking, 

Arbitrage, Mercantile, etc. Arranged for nearly 170,000 Phrases. 
Price £3 13i. 6i. Cloth. Limp leather. Price £4 4j. 

Figure Code for Stocks and Shares. 

To be used with the "Official Vocabulary," or any similar list of 
numbered Words. Price 42i. 

Hawke's Premier Cypher Telegraphio Code. 

100,000 Word Supplement to the Premier Code. Price lOi. 6d. net. 
(See back page of this Catalt^ue.j 
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Lieber's Standard Telegraphic Code. 

Price 42!. net. 

HoNeill's Hlning and General Telegraph Code. 

Arranged t» meet the requirements of Mining, Metallurgical and Civil 
Engineers, Directors of Mining and Smelting Companies, Bankers, 
Brokers. Solicitors and others. Price 21s. net. 

Horelng and Heal's General and Jlining Code. 

For the Use of Mining Companies, Mining Engineers, Stockbrokers, 
Financial Agents, and Trust and Finance Companies. Price 21j. 



Offlaial yooabolary in Terminational Order. 

Price 40j. net. 

One-Word "Firm Offer" Telegraphic Code with One-Word 
" a Offers ■' Reply Code. 
Price 7 J. 6rf. 

Scott's Shipowners' Telegraphic Code. 

New Edition. 1896. Price 21s. 

Stookbrokers' Telegraph Code. Price Ss. net. 
Watkins' Ship-broker's Telegraph Code. 

Price £4 net. Two copies, £7 net. 

Western Union Telegraphic Code. 

Universal Edition. Leather, iSs. net ; doth, 40.1. net. 

Whitelaw's Telegraph Cyphers. 338,200 in all. 

400,000 Cyphers in one continuous Alphabetical order. Price £12 10s. 
202,600 words, French, Spanish, Portuguese, Italian 

and Latin. Price 150s. each net. 

53,000 English words SOt. „ „ 

42,600 German , SOi. „ „ 

40,000 Dutch , 50* 



68,400 Latin, etc., etc. (Original Edition), included 
in the above 202,600 

25,000 English (Original Edition), included in the 
above 53,000 

22,500 of the English words, arranged 2S to the 
page, with the full width of the quarto page 
for Ailing in phrases 

14,400 of the Latin words arranged SO as to re- 
present any 3-letter group, or any three 
2-flgure groups up to 24 , . . 
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Medium 4to, 500 pp. Cloth, price lOs. 6a. net. 

THE 

PREMIER 

CYPHER TELEGRAPHIC 

CODE 

Containing close upon 120|000 Words (from A to M, 

spBoially seieotsd from the Berne Offloial 

Vooabulary) and Phrases. 

THE MOST COMPLETE AND MOST USEFUL GENERAL CODE YET PUBUSHED. 

COMPILED BY 

WrLLIAM H. HAWKE. 
SOMB OPINIONS OF THE PRESS. 

" It is calculated to aa.ye expense by making one word do (he duty of (wo (0 five 
words as compared with other codes, without (rouble or loss of lime. This result 
has been obtained by introducing novel and simple methods of tabulation. The 
scope of the code is a very wide one, and makes il suitable lo the traveller as well as 

" Is distinguished a.mong books of its kind by the unusual width of i(s range. 
For the rest il is a careful work, which keeps constantly in view the praclical needs of 
men of business."— S™/j;KaiT. 

" The code is certainly a marvel of comprehensiveness, and at least the translation 
of messages would appear to be easy, owing lo the system of initial words and cross 
references embodied m id and the conspicuous headings, "^jl/awiriiw/ifr Guardian. 

" An extremely valuable cypher (eiegraphic code. The saving of e:i:pense is, of 
course, the primary objec( of a code ; bu( another consideration with Mr. Hawke has 
been to arrange a code so (hat what is required to be transmitted can be sent with 
the least possible [rouble and waste of timt" — Finanaal New!. 

" This compilation is excellent in choice of messages and simpHdty of arrajigecnenL 
Those who have had to deal with other codes will appreciate this ptMnt. Particularly 
admirable are the joint tables for market reports, which can give quotations and tone 
in one word. What with careful indexing to the matter and ingenious simplicity this code 
is certaihly one of the best we have yet seen." — Skiff irtg Tilegrafk, Liverpool. 

"An Vollstandigkeit dUrfte es von anderen Werke gleicher An kaum iibertroffen 



issued." — Trilmm, Chicago. 

" Mr. Hawke's long experience as an expert in telegraphic code systems is a fiill 
guarantee of the excellence of the ' Premier Code'." — LiverfooL Courier. 

Now Seady. MeHium 4ti>. Clotb, price los. Od. net. 

100,000 WORD SUPPLEMENT TO THE PREMIER CODE. 

WDTiM apMlally aal»ted from Hia Bwna Dftlnlal Vooabulary, rwnalnder of 

alphabat from M to Z. 

COMPILED BY WILLIAM H. HAWKE. 

For special Tables for Offers, Buying, Selling, etc.. the Five Figure 

System, worked in conjunction with Keys of Words, numbered from 00,000 

to 99,999, and 2440 Reserve Words for Indicating or Catch Words or Special 

or Temporary Tables, does not clash with the Premier Code, 

These two volumes contain between them all the telegraphically good 
words of the Berne Official Vocabulary, as they have been selected with 
the greatest care. 

LONDON : EFFINGHAM WILSON, 
ROYAL EXCHANGE. 
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